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INVESTIGATION OF HOUSING, 1955-56 


MONDAY, APRIL 16, 1956 


Houser or REPRESENTATIVES, 
SUBCOMMITTEE ON HousING OF THE 
3ANKING AND CURRENCY COMMITTEE, 
New Howse Orrice Bulbine, 
Washington, D.C. 

The subcommittee met at 10 a. m., the Honorable Albert Rains, 
presiding. 

Present: Messrs. Rains (presiding), O’Hara, Ashley, Talle, and 
McDonough. 

Mr. Ratns. The committee will be in order. 

I have made the rule in this committee to start on time, even though 
there is nobody here but the chairman. 

For the record, I would like to say that last year in the consideration 
of the housing amendments, the Banking and Currency Committee 
had long and detailed discussion about title I repair loans and the 
rehabilitation features of the act. Among the complaints made by 
members was the fact that some of them thought the interest rate was 
too high, the amount of the loan was too small, and that it was not, 
doing the job it was scheduled to do or ought todo. The Banking and 
Currency Committee in its report directed this subcommittee to hold 
hearings on this particular phase of the Housing Act, and it is in 
obeyance to that direction that we are holding 2 days of hearings, to- 
day and tomorrow, on the broad field of rehabilitation and, more 
specifically, on the phases of title I, section 220. 

We are glad to have as the first witness this morning the Adminis- 
trator of Housing and Home Finance Agency, Albert Cole, and the 
Commissioner of FHA, Mr. Norman Mason. 

Mr. Cole, if you and Mr. Mason will come around, we will begin. 

It is a pleasure to have you gentlemen here, and I am going to 
suggest that you proceed in any manner you see fit for your presenta- 
tion on the subjects which we outlined to you in our invitation and in 
the light of what I just said. 


STATEMENTS OF HON. ALBERT COLE, ADMINISTRATOR, HOUSING 
AND HOME FINANCE AGENCY; AND NORMAN MASON, COMMIS- 
SIONER, FEDERAL HOUSING ADMINISTRATION 


Mr. Cote. Thank you very much, Mr. Chairman. 

We are delighted, as usual, to have an opportunity to appear before 
this great committee to discuss problems of mutual interest and re- 
sponsibility. 
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Mr. Mason has a prepared statement on the subject, and subject to 
the committee’s desire, I would like to have him undertake the reading 
of this statement, and then we will both be available for such questions 
as you may care to propound. 

Mr. Rats. All right, would you like to go through your statement 
first before we ask any questions, Mr. Mason ? 

Mr. Mason. Thank you, Mr. Rains. I will do that if that is agree- 
able with you. 

Mr. Rains. All right. 

Mr. Mason. My name is Norman Mason, and I am Commissioner, 
Federal Housing Administration. 

I am happy to be here today, Mr. Chairman and members of the 
committee, to discuss the important problems of residential property 
repair and rehabilitation and the part which FHA plays in this vital 
area. 

FHA has a well-rounded system of insurance programs which, with 
the modifications recommended in H. R. 9537, provides private enter- 
prise and individual property owners the necessary financing facilities 
to carry through virtually any economically justifiable rehabilitation 
operation. Let me enumerate the various Insurance programs which 
comprise this system, and then I shall discuss each operation briefly. 

Under title I, class 1 (a) loans are available for rehabilitation of one- 
family properties and class 1 (b) loans for rehabilitation of multi- 
family properties. 

Under section 203, the statutory terms for existing structures set the 
limits for 1-to 4-family home rehabilitation, except on properties orig- 
inally approved for mortgage insurance prior to construction. 

Under section 207, multifamily properties with eight or more units 
may be rehabilitated with FHA-insured loans. 

Under section 220, plans are provided for insured financing of 
rehabilitation of both homes and large-scale projects if they are in 
properly approved urban renewal areas. 

Under section 221, rehabilitation of existing structures may be 
undertaken for either homes to sell or units to rent to families dis- 
placed by governmental actions. 

Section 225 authorizes FHA-insured home mortgages under any 
insurance program to contain provisions for subsequent open-end 
advances to be used for financing property improvements. 


TITLE I 


The title I property repair and improvement loan insurance pro- 
gram has been a basic and steadying influence protecting many of our 
homes and neighborhoods from decay and blight. With the develop- 
ment of Operation Home Improvement, the title I program is needed 
more than ever. It provides a means of financing types of home im- 
provements where the most economical approach is short-term financ- 
ing without the attendant expenses of mortgage financing. The 
title I program provides property owners with a financing vehicle for 
these types of repairs and improvements with generally lower interest 
rates than otherwise obtainable as well as certain other protection. 

The volume of title I loans has declined sharply from the peak of 
2,200,000 loans insured during 1953. At the present time we are 
insuring at the rate of approximately 1 million loans per year. One 
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cause of this decrease in volume has been the fact that many lending 
institutions have set up plans for financing home improvements with- 
out the support of Government insurance. In the main, we think 
this is a healthy development. However, the majority of lending 
institutions that have established their own plans of home improve- 
ment financing are relatively large institutions located in our major 
cities. Smaller institutions with less resources, for the most part, are 
still dependent on title I. Through utilization of title I, these smaller 
lenders are able to share in home modernization financing along with 
large lenders who can afford their own plans. 

‘ recent survey covering every geographical region of the country 
revealed that most of the lenders cpershing outside the title I program 
are charging discount rates of $6 to $8 per $100 as compared with the 
FHA maximum of $5 per $100. In this regard we are convinced that 
the FHA rate has been a stabilizing factor and has tended to keep 
the non-FHA rates from being even higher. 

In regard to the question of discount rate, there has been discussion 
as to whether the FHA maximum rate is unreasonably high for Gov- 
ernment-insured loans. The $5 maximum discount per $100 permitted 
by FHA is equivalent to a 9.3 percent charge on the outstanding bal- 
ances of the lenders’ initial outlay for a 3-year loan. After deducting 
the FHA premium, which the lender pays on the title I loan, the 
charge is reduced to 8 percent on the outstanding balances of the 
initial outlay. 

We have given considerable thought to the question of appropriate 
maximum discounts and have obtained from participating lending 
institutions throughout the country cost data to enable us to deter- 
mine the net yield to the lender on the typical title L loan. Ona loan 
of $450 for 36 months, which is about the typical title I loan amount 
at present, the lender receives a finance charge of $67.41. Out of this 
amount must be paid the FHA insurance premium of $8.77, leaving 
$58.64 to cover acquisition and servicing costs. Lenders tell us that 
initial acquisition cost averages approximately $16 and that the 
monthly servicing cost runs about 35 cents per payment, or $12.60 
for a 36-month transaction. Thus, the net return to the lender is 
reduced to $30.04, equal to a net return of approximately 4.06 percent 
on the outstanding balances of the lender’s initial outlay. 

In 1955 the average title I loan amounted to $630, which on the same 
basis of earnings would provide the lender with an effective earning 
of 5.17 percent on the outstanding balances of his initial outlay. Fur- 
thermore, many of the lenders in this field, other than commercial 
banks, are paying 3 to 4 percent for money used to make title I loans, 
and it is these lending institutions in many cases that provide funds 
for tile I loans in areas and regions inadequately served by banks. 
Lending institutions rely upon the relatively small number of larger 
loans to compensate for the low return on the smaller loans. It is 
a reasonable conclusion, therefore, that the $5 maximum permissible 
discount A ain gee on this type of foan i is not excessive when all factors 
are considered, including the 10 percent coinsurance exposure on each 
loan. 

FHA has taken a number of administrative actions to strengthen 
and improve the title I repair and improvement program with wn 
result that most of the major difficulties that previously existed i 
this program have been curtailed or entirely eliminated. 
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One of the chief problems with which we were confronted was the 
mistreatment of homeowners by unscrupulous dealers and salesmen. 
In the past 18 months, more than 2,000 individuals of this type have 
been barred from participating in the program or their activities have 
been severely restricted. A gratifying result of this vigorous action 
has been a marked decrease in the number of complaints received from 
homeowners. During 1953 and early 1954, hundreds of these com- 
plaints were received every month; whereas, at the present time the 
number of complaints average only 20 to 30 each month. The com- 
plaints now received are thoroughly investigated and in most instances 
are found to be based on misunderstandings or dissatisfaction with 
the work rather than fraudulent activities. 

Another important development has been the expansion of title I 
supervisory staff to establish closer supervision over lender and dealer 
operations. These supervisors are now stationed in every section of 
the country and are constantly engaged in surveying the operations of 
participating lenders to probe for weaknesses or defects that might 
lead to abnormal loss experience if not corrected. We believe this pre- 
ventive approach has been an important factor in reducing claim losses 
to an alltime low. Enactment in 1954 of the coinsurance feature of 
title I under which the lenders share losses to the extent of 10 percent 
undoubtedly has also helped to reduce claim losses. After 17 months 
of operation under coinsurance, the ratio of losses to total business 
insured was only 0.14 percent; whereas, the ratio for a comparable 
period beginning in March of 1950 was 0.28 percent, or exactly double 
that of the current period. 

The collection of defaulted title I notes is another phase in which 
substantial improvement has been accomplished. In August of 1954 
this operation was decentralized and entirely handled from our field 
offices. ‘This move, coupled with adoption of new methods and tech- 
niques, enabled us to increase collections in fiscal year 1956 by 32 per- 
cent over comparable months of the previous fiscal year. In dollars, 
this increase amounted to more than $1.2 million. 

Section 203. When individual homes require rehabilitation expendi- 
tures greater than can be financed with title I loans, or if it is not pru- 
dent for the borrower to use the short-term financing available under 
title I, section 203 provides the primary FHA aid for financing such 
undertakings. Under current regulations, FHLA may insure loans up 
to 88 percent of the first $9,000 of value and 73 percent of excess value 
up to a maximum mortgage of $20,000 for 1- and 2-family properties, 
$27,500 for 3-family properties, and $35,000 for 4-family properties 
for structures which were not approved for mortgage insurance prior 
to construction. 

For such properties when construction expenditures for moderniza- 
tion or rehabilitation are being financed, maximum mortgage amounts 
are limited to the cost of such expenditures plus finanting costs, plus 
outstanding indebtedness on the property (including personal loan 
debts for previous property improvements) , but the aggregate may not 
exceed the effective regulatory limits to mortgage amounts. Some 
10 to 13 percent of FHA existing home mortgages insured in recent 
years have related to this kind of financing need. 

Under this financing procedure, a borrower may thus consolidate 
his property obligations into a single mortgage with a repayment 
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term up to the statutory limit of 30 years, with 414 percent maximum 
interest plus one-half percent mortgage insurance premium. 

In such cases, FHA judges the value of the property in the light 
of the proposed improvements and stipulates any specific improve- 
ments which are judged to be requisite to sound rehabilitation. From 
FHA’s point of view, the soundness of the transaction is improved 
by virtue of FHA review of construction proposals, architectural 
inspections as required, elimination of intervening financial obliga- 
tions which are liens against the property, and mortgage credit review 
of the soundness of the proposed financing burden. The serious draw- 
back to this method of financing modernization work for any but 
the larger jobs is the legal and recording costs incident to mortgage 
financing which vary from around $50 to over $300 in different parts 
of the country. 

There are a lot more areas that are over $50, Mr. Chairman, than 
are under. The average total runs much over $50. 

Mr. Rains. You mean the legal and recording costs? 

Mr. Mason. Yes. Now, as to section 207, for a multifamily prop- 
erty requiring rehabilitation expenditures exceeding the title I loan 
limit, section 207 insured mortgages may be used. Such mortgages 
are limited both by the statutory loan-value ratio and loan-amount 
limitations and by the summation of outstanding indebtedness, financ- 
ing costs, and construction expenditures, but the construction expend- 
itures involved may not be less than 25 percent of the approved 
mortgage amount. This provision protects the rehabilitation pro- 
gram under section 207 from being used as primarily a refinancing 
program. FHA procedures and requirements for these rehabilita- 
tion projects are adaptable to the individual project involved. 

It may be noted that the Housing Act of 1954 emphasized the 
availability of section 207 for these needs. Studies were immediately 
initiated to improve FHA procedures in this regard, and the first 
major changes in our procedures were put into effect in the fall of 
1955 when the previous requirement of 50 percent of mor tgage pro- 
ceeds devoted to construction expenditures was modified to 25 percent. 
FHA is actively working with prospective sponsors in a are sik of 
tentative proposals for rehabilitation operations under section 207. 

Section 220: 

If properties are in neighborhoods or locations where reasonable 
stability of values cannot be anticipated because of deteriorating 
neighborhood conditions, such properties might be rejected for mort- 
gage insurance under section 203 or 207 because the proposed trans- 
action could not be reckoned as being economically sound. 

Mr. Rains. I wish you would put a little red mark there. I want 
to talk with you about that. 

Mr. Mason. I will put a little blue mark. 

Mr. Rarns. All ae 

Mr. Mason. In these circumstances organized rehabilitation of the 
entire neighborhood becomes a prerequisite to economically sound re- 
habilitation of individual properties. Section 220 provides a system 
of mortgage insurance for individual properties in renewal areas, with 
individual mortgages limited to the section 203 loan ratio limits for 
home properties and to 90 percent of value for multifamily rental 
structures. As you realize, these areas are likely to be initially in such 
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blighted condition that property values are either very low or very un- 
stable, so that long-term financing for them at the start is virtually 
nonexistent. In these situations a comprehensive, adequate, and de- 
pendable plan of neighborhood conservation and improvement is man- 
datory. The Housing Act of 1954 defined the procedures of com- 
munity planning and responsibility which we believe will assure com- 
munity initiated plans for comprehensive neighborhood rehabilitation. 
Such planning is not necessarily difficult or complicated, but it is 
essential that localities face up to their responsibilities for adequate 
codes and proper code and zoning enforcement if real and stable values 
are to be restored and maintained over a period of years in rehabili- 
tated neighborhoods. In FHA we recognize that bold and aggressive 
measures are essential to such neighborhood restoration in blighted 
areas, and we are attacking the problems involved with this real- 
ization. 

In FHA processing of existing home applications under sections 203 
and 220, property standards are expressed in terms of objectives 
rather than rigid minimum requirements with respect to such elements 
as structural soundness, light and ventilation, room sizes, privacy, 
plumbing facilities, and lot layout. Under these circumstances the 
FHA insuring office involved is in a position to make essential adjust- 
ments of property standards to the individual requirements of the 
neighborhood proposed for rehabilitation. In Louisville, Cleveland, 
and Detroit where the local authorities have worked actively with the 
FHA field offices there has been little difficulty in reaching agreement 
on property standards. We believe that FHA procedures for estab- 
lishing property standards for home rehabilitation operations under 
section 220 have sufficient flexibility to permit effective adaptation to 
any sound proposals for neighborhood rehabilitation. 

To date, planning of rehabilitation projects has progressed to an 
advanced stage in only these three cities and in New Orleans. How- 
ever, in New Orleans necessary enabling legislation for urban renewal 
has not yet been enacted. We are advised by the Urban Renewal 
Administration that tentative plans for rehabilitation projects have 
been proposed in some 75 cities, and that the Urban Renewal Adminis- 
tration has advanced funds for planning in 14 others. Although the 
most attention in the section 220 program has thus far been directed 
to new construction in redevelopment projects, we are confident. that 
rehabilitation activities will receive increasing attention in the future 
under this program. 

Section 221. Under section 221, new construction or existing con- 
struction either with or without rehabilitation may be financed for 
housing programed by HHFA for families displaced by govern- 
mental action. If property rehabilitation is involved, FHA archi- 
tectural standards appropriate to housing in the lowest price range 
of adequate housing are applied. As you know, there has been 
lack of interest in this program. We, therefore, proposed liberaliza- 
tions of the permissible mortgage terms under section 221 in line 
with the recommendations of the President’s Advisory Committee 
on Government Housing policies and programs. These proposals 
are incorporated in H. R. 9537. 

Section 225. In the Housing Act of 1954, section 225 was added 
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mortgage security. Since most outstanding insured mortgages would 
not contain suitable authority for such advances, the volume of in- 
surance under this authority will probably be small until significant 
amortization has accumulated on mortgages written since the effec- 
tive date of that legislation. With such mortgages, advances sub- 
sequent to the initial outl: ay can be made with FHA insurance up to 
the amount of the original debt or, if new living space is being pro- 
vided, up to the current statutory mortgage limits for such prop- 
erties. Such advances may finance either rehabilitation or other 
property improvements. By March 31, FITA had insured 22 ad- 
vances under this authority. 

I trust that this recital of our programs is helpful to this com- 
mittee in its work. 

This concludes my prepared statement, and I would be happy to 
enlarge on it by answering the committee’s questions. 

Mr. Rains. We appreciate the statement, Mr. Mason. It is very 
informative. 

I might say by way of opening up the discussion that I think the 
Members of Congress generally are favorable to title I, but I think 
they are becoming of a mind that it is too expensive to the home- 
owner who seeks to use it; that it is too small; and is failing to do 
the job of really rehabilitating. Maybe they put on a roof, yes, or 
put in a bathroom, or do some minor repairs. So I hope that in the 
hearings we will be able not only to see if we can find out what is 
wrong with the present setup, if there is anything wrong with it, 
and secondly, that we might explore other possibilities of expansion 
of the program, maybe changes. 

So I have some questions here I want to ask you which don’t 
necessarily mean I have committed myself to the ideas, but I think we 
need to see what we can do to pull it out of the doldrums, so to speak, 
and see if we can’t really dress it up into a more helpful part of the 
housing program. 

I would like to say, too, to you and Mr. Cole, that I commend you 
for the effort and the publicity and the organization and the drive 
you are putting behind the general home-improvement program and 
the effort to get rehabilitation on the part of the people. You can’t 
travel over the country as I have done with the Housing Committee 
in the last year and not come to the final conclusion that, after all, 
no one program is going to solve the problem of slums. There is no 
question about that in my mind. 

So we need, if we can, to broaden the whole program. 

Mr. Mason. You are talking, sir, about the adequacy of the tools 
for them to do it with? 

Mr. Rartns. Yes: that is exactly it. We are instructed by the com- 
mittee to find out if they are adequate, if they need to be changed, if 
they are too expensive, and so forth. 

So the first question I want to ask you has to do with discounts. 
The $5 discount in the administration bill which has been introduced 
in Cinoteus is silent on the question of interest rates and discounts. 

Now, if the Congress extends the term for 5 years and should extend 
the maximum loan amount to $3,500, would you continue a $5 discount 
for loans across the board, or would you, by regulation, prescribe a 
lesser discount for loans of greater size. 
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Mr. Mason. Well, if you continue the legislation as it now is, with 
the rate being fixed by the Commissioner, I would have a lower rate 
for higher loans; yes, sir. 

Mr. Rats. In other words, if we were to extend the term as pro- 
vided in the administration bill to 5 years and increase the amount 
to $3,500, you would look for, say, a $4 discount on the higher loans? 

Mr. Mason. Yes; possibly. I think we would have to do a lot of 
searching around the country to be sure before we committed our- 
selves definitely. 

This study which we are currently doing, which I referred to in the 
statement, is the way to get at this, in my estimation. 

What does this actually cost the lending institution? What is its 
cost to put the loan on the books, the paperwork, and so forth? What 
does each payment cost him so he does get a good net return on his 
money worthy of the risk that he takes for the services that he per- 
forms and not an exorbitant return on his money? I am sure that 
would be the committee’s wish that we follow something of that kind. 

Mr. Rains. Keeping in mind, of course, always when we say whether 
it is a good loan, after all, it is, for all intents and purposes, an insured 
or guaranteed loan, too. 

Mr. Mason. That is correct. 

Could I add here that one of the reasons why I am sure this pro- 
cedure of leaving the setting of the oath of financing charge to the 
Commissioner is a wise one; this doesn’t mean that you couldn’t as a 
committee or as the Congress cite the rate, but if you did this, you 
would have to provide another clause which would permit us in case 
of some slight error in figuring the charge, to be able to accept it as 
an insured loan in case a claim is submitted to us. We have many 
loans where the lender makes an error of 2 or 3 or 5 cents or something 
under 50 cents, using standard financing tables, and under our present 
conditions the Commissioner is able to forgive that error. This prob- 
lem would be one of the hurdles, if the statute set the maximum 
amount. 

My legal staff tells me that if the maximum financial charge was set 
by the Congress, that Congress should also be sure to put some provi- 
sion in that would take care of that difficulty. 

Mr. Rarns. Well, I think that could be taken care of, and I see the 
point that you make. The Housing bill which I introduced which 
represents in some portion at least the study of this committee, on title 
I, I suggested that we would expressly limit the permissible amount of 
discount on title I on loans below $1,000, and permit a 4 percent dis- 
count on that part of the loan above $1,000. For example, the discount 
would be 414 percent for a $2,000 loan. 

What do you think of that ? 

Mr. Mason. Well, as I say, I haven’t got all the results of our field 
study. I am not for giving banks an inordinate profit on this sort 
of business, but I realize in order to have the program attract capital, 
it has to give them an adequate return. 

Mr. Coir. Mr. Rains, if I may interrupt, I think that is one of the 
problems or one of the important problems in connection with fixing 
an interest rate on title I. If we assume that the policy under which 
title I is carried out is to provide private lending, then we must fix 
the interest rate which will permit private lenders to make the loans. 
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Therefore, I hope in pursuing the objective, that this consideration 
will be studied. 

Mr. Rarns. I agree exactly, that what we want to do is get private 
lending, but I don’t agree it would completely stop it. 

For instance, I have a comparative question I will drop out. It has 
to do with bankers. The bankers would tell us a 5-percent discount 
was low enough, I know. Then I want to know why it is that bankers 
are eager to make automobile loans at a $4 discount. In other words, 
I can’t understand why they will snap up an automobile loan uninsured 
at a $4 discount and complain about the same kind of discount on a 
home that is a guaranteed loan. So what I am thinking is that the 
banker may be hollering “wolf,” and that if we lowered it a bit on 
him, it might carry along just as well. 

What do you think ? 

Mr. Cotx. I don’t know. But I do think that you should ask the 
bankers and others and make an investigation of it. I think it is part 
of our responsibility to do what we can to encourage the lowest rate 
of interest, and we are certainly in accord with that policy, Mr. 
Chairman. 

Mr. Rarns. Of course, we don’t want to make it so low that he has 
no incentive, naturally, but at the same time we don’t want it to con- 
tinue so high that it stands up like a red flag before the Members of 
Congress and before the public generally, so that is what we are trying 
to do here. 

Mr. Mason. Mr. Rains, I don’t know whether this would be appli- 
cable or not, but in title I operations we have a very firm policy that 
we do not permit a bank to specify any form of insurance policy 
that the borrower shall have or where he buys his insurance, whereas, 
in automobile financing many times the profit is made on the insurance 
policy. 

Mr. Rarns. Yes, I understand that. At the same time, though, that 
can’t be done by a national bank in a town of over 

Mr. Mason. No, you are right. 

Mr. Ratns. There has been a lot of effort to get that little clause 
repealed. 

Now, let’s see a little further, Mr. Mason. About 203, I was inter- 
ested in what you had to say about that. 

The thing which makes me think the program won’t work or that 
it seems to me to keep it tied down is the requirement—maybe a good 
requirement, I don’t know—but the requirement of the FHA to have 
economic soundness at a place where if you had economic soundness 
you wouldn’t need the loan. 

Now, how are we going to get around that? 

Mr. Mason. We have the 220 program where there are houses in 
areas which don’t have economic soundness. Many of these repair 
and improvement loans are being made in the suburban areas to im- 
prove the small houses that were built right after the war. In these the 
economic soundness is no problem at all. If we come downtown in cen- 
tral areas and want to do rehabilitation work—as you say, there is 
not under the 203 program a possibility of doing this. For the man 
who wants more than $2,500. which he can get under title I, his re- 
course is to the 220 program. 
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Mr. Rains. When you were presenting your statement a moment 
ago, you were visualizing the operation of 203—that everybody in 
the community would join together in some type of rehabilitation 
program where you could remove the strangle of economic sound- 
ness—but is there any way that we could make 203 work in those 
indvidual instances where it is needed, even in spite of the economic 
soundness requirement ? 

Mr. Mason. Sir, I think that the 203 program should continue to 
be economically sound. Under the 203 program, as you know, we 
have a mutuality where the man, when - pays his premium, gets 
u return when his mortgage is paid for. 

Mr. Ratns. How about giving me an illustration of just how 203 
would work—in what type of house and neighborhood it would work 
1h. 

Mr. Mason. Well, sir, I live in Chelmsford, Mass. I live in an 
area where the houses around me are from $15,000 to $17,000, $18,000, 
or $20,000 houses. That is an area which is not a slum, but it is an 
area where there are people who have expanding families who wish to 
put a new room in the top of their house. 

Up in New England we built a lot of story and a half houses and 
didn’t finish the second story. We have a lot of these houses where 
they were built with one bathroom when there was not adequate 
plumbing; that is, you couldn’t get copper pipe. You could only 
have so much copper in a house on account of the restrictions during 
the war, and there is a need for another bathroom, so as to get father 
and the children both off to work on time: In this sort of place the 203 
program will work for these major amounts beyond the $2,500 limita- 
tion. 

Mr. Ratns. How much would you lend, for instance, on that type 
of house that needed such things? I mean, how much would you 
insure, not lend ? 

Mr. Mason. Well, it would depend. We would take the current 
existing amount of loan on the house, the unpaid balance, add to that 
the repairs the man wants to make, and if these repairs are adding 
value to the house, the total amount could generally be insured. If 
they are not adding value, then it would be the limit of whatever the 
88 percent of the total value of that house was. | 

Mr. Rats. Suppose he had a mortgage on it, a conventional mort- 
gage, would you pay off that mortgage or not? 

Mr. Mason. Yes, sir; that is, we would insure the loan to pay off 
the mortgage. 

Mr. Ratns. Yes. 

Mr. Mason. Somewhere around 10 to 13 percent of our existing 
house business is in this field at the present time. 

Mr. Ratns. I think I should mention—you mentioned 220 a while 
ago as one means of rehabilitation. Of course that only works in 
connection with urban renewal ? 

Mr. Mason. That is right. Those areas can be small or large, how- 
ever, depending on the interest of the community. 

The problem in 220, as you are well aware, I am sure, is to get a 
community interested in where you live if you are in a rundown area. 

Mr. Rats. I am convinced that if we can ever get 220 to work as 
you want it to work and as we want it to work, and if we can perfect 
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title I and dress it up, we will hit a very substantial area in the problem 
of rehabilitation. There is no doubt about it. 

But there is another area which worries me, and I want to ask you 
a somewhat hypothetical question to see if we can get off into a dis- 
cussion of how we might meet this need. 

Take houses 20 or 30 years old that are not in slum areas; but neither 
are they in desirable subdivisions. There are lots of them. They are 
in areas where the threat of a potential slum is not far distant. I 
would call it the gray area of the big cities. To renovate these houses 
costs quite a lot of money. Yet from the outside the buildings may be 
good. It is nearly a slum inside, old and dilapidated. Title I isn’t 
the answer because the monthly payments are too high and the amount 
of money you get is insufficient. 

Section 220 is not available because it is not an urban renewal area. 

Section 203 is refused because of the economic soundness theory. 

Now, what can we do there? To tell you the truth, that looks to 
me like a very big portion of the problem of rehabilitation. 

Title I, in my opinion, is too small. In 220, it is not urban renewal; 
and in 208, the economic soundness gets us. 

Now, do you have any suggestion as to what we could do to help 
that man rehabilitate his place? 

Mr. Mason. Well, one thing we shouldn’t do, Mr. Rains, is to en- 
courage a man to put money into a house which is not a sound deal 
for him. I think you agree with that. And that is the reason that 
we have the program as we have it today. We have the program for 
the sound area and then for the other area which is not sound. We 
believe that city should have an urban renewal area for this part 
of town. We don’t think urban renewal means clearing. 

Mr. Rains. Mr. Mason, as strongly as I believe in urban renewal, 
I don’t kid myself into dreaming that we are going to be able to take 
that type of program and clear out all of these places that need re- 
doing in order for them to have a decent place to live. In fact, I 
don’t think we should. I see a lot of buildings in cities like Phila- 
delphia, and even here in Washington, that are good buildings, but 
they are not fit for people to live in because they need to be renovated 
and redone. 

We saw evidence of that in Los Angeles. What was that man’s 
name? He is well known. 

Mr. Cote. Fritz Burns. 

Mr. Ratns. Yes, Fritiz Burns. He showed us a lot of buildings 
of that type being renovated. 

_ Of course, his idea was that it could be done altogether with very 

little, if any, Government help. I doubt that very much because not 
everybody is in the shape Mr. Burns is in, as you well understand. 
But I do think that we need, both the Congress and the administra- 
tion—and I am speaking of you two gentlemen—we need to develop 
some kind of program that would help where these other three shade 
off and don’t get to it. 


I ask you that question in the hope that you will give it some real 
serious thought. : 

Mr. Mason. What I meant, Mr. Rains—and I would like Mr. Cole 
to comment afterwards—what I meant was I think in this kind of 
program or problem which you present that it is important that we 
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encourage that man to do the work only if it is something that will 
be worthwhile. If his neighborhood, his community, is going down- 
hill, then we ought to do something to stop that, which is the purpose 
of the urban renewal program, as T see it. 

It isn’t intended to be used just for the clearance areas downtown. 
It is supposed to help these gray areas and to have the community 
looking at the upkeep of the streets, which is one of the real problems, 
I am sure, as you have seen in many areas, where the city itself in 
this area is going just a little bit downhill and is not doing the things 
there in the way of taking care of holes in the street ts—things of that 
kind that it might—and ‘keeping the sidewalks in repair, and so on. 

We think that it is important that we don’t encourage people to do 
rehabilitation unless they have a chance to get their money back in 
value added to their homes. 

Now, we have looked at this program, as I am sure members of your 
committee have, the other way, saying, “Well, if we could get six 
people to fix their houses in this area, we wouldn’t need an urban 
renewal program and we would do it the American way, without 
having to have Government help.” 

This, I think, is probably what you are talking about, encouraging 
people to do this themselves w ithout Federal Government help. Sec- 
tion 220 urban renewal programs do not necessarily involve either 
slum clearance or Federal financial help. In such a gray area as you 
describe, the urban renewal plan to make section 22) ‘lhe available 
may only require local code enforcement and street improvements. 
There may not need to be URA financial aid either for planning or 
for land writedown. For many such neighborhoods the planning re- 
quired before section 220 can be made available is neither difficult nor 
time consuming. 

Mr. Rarns. I am not talking about redoing a place like Georgetown 
or here on Capitol Hill. I understand that is not a practical pro- 
gram from the standpoint of the average, ordinary man, who wants 
a home and lives in one that needs complete redoing, but what I am 
actually driving at is that I think title I or section 203 ought to be so 
changed that that man can operate under one or the other of those 
programs. 

Mr. Mason. Well, the FHA’s title I program does not require eco- 
nomic soundness, as you know. It can go into such a gray area but, 
as you say, the $2,500 is too small. 

Mr. Ratns. Let me give you another thing I think title I ought to 
do, Mr. Mason. 

There is more mail which comes across a Congressman’s desk about 
elderly housing than any other facet of the housing program. I can 
assure you of that. And I don’t know all of the answers, and I don’t 
think anybody does know all of the answers as to how we can meet 
the unmet need, but I have often thought that title I could help because 
this is the illustration of what I have in mind: 

In community after community known to you, the head of the family 
dies out. All of the children marry off and the widow is left alone. 
She is not eligible for public housing because she actually has money 
on which to live and public housing wouldn’t be the answer, but the 
big house in which she lives doesn’t provide any living quarters, for 
instance, for a small apartment where somebody could live with her. 

I think title I ought to be amended so that it can be used not only 
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for repair but for renovation and change of homes to meet that need, 
and I think you would be surprised to know how great the need is just 
for changes in homes for elderly persons. 

Do you subscribe to that thought ? 

Mr. Mason. Mr. Rains, my own sister living in Plattsburg, N. Y., 
has this problem. She is a widow, and she has a large family house. 
She continually talks about how nice it would be if she could get a 
small apartment. 

Now, her problem is—and this is an interesting phase of this—that 
she feels as yet she would rather do what she is doing, which is 
renting rooms and having some people to associate with instead of 
living by herself in a small apartment in the house. 

Now, whether this is a factor or not, I don’t know, but it is an 
interesting observation which I have very much in my mind because 
I had a letter only today telling about the other lady next door 
who was about the same age who was actually doing this to her house 
and my sister saying, “Well, I would like to do it, but I don’t think 
I should, because what would I do to keep myself occupied if I lived 
alone?” 

Mr. Rarns. It seems that we could use title I to help solve housing 
for the elderly and, as I said, I am not committed to these things, 
so I am merely asking your opinion on these various suggestions and 
changes. 

Mr. Mason. On this type of loan, sir, I am sure, as you and the 
committee know, there is a larger amount of maximum loan for re- 
habilitation of this sort, the class 1 (b) loan up to $10,000, which 
we hope to have changed to $15,000. 

Mr. Rarns. Yes, that is correct, but it never has really been 
brought into use. It is like some of the other programs we have 
hidden away in the housing bills which just never have been utilized. 
I wonder if we could dramatize it, publicize it, and maybe dress it 
up a litle bit, to the point where we could do something with it. 

What do you think about it, Mr. Cole? 

Mr. Corr. Well, I am very much interested in it, and it is possible 
that something along that line could be done. 

I wonder if I might pose the problem with respect to section 203 
and rehabilitation based upon the question which you asked a moment 
ago. 

We assume that the Congress intended that section 203 be carried 
out to insure housing on an economically sound basis. 

Mr. Rats. I think that assumption is correct. 

Mr. Core. Let’s start with that assumption. I just want to pose 
the problem now for a moment: I saw in Chicago a very fine program 
of rehabilitation of some of the older apartment houses. These apart- 
ment houses were of sound construction. ‘The exterior construction 
was good. The interior substructure was good, but they were deter- 
iorating rather rapidly. The man who showed me the job which 
he has been carrying out pointed out to me that the rehabilitation of 
these apartments was economically sound to him because he could 
repair them, rehabilitate them, remodel them, and he was sure that 
the rent would pay him the amortization and maintenance, and so on. 

Now, he can do that all right with one exception. ‘The exception is 
that the houses next door and in the entire vicinity and the use of the 
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land in nearby adjacent lots, indicated that the neighborhood was 
rapidly deteriorating. 

Now, the people who would pay the rents for remodeled houses 
will ps Ly the rents for the remodeled houses up to a certain period of 
time, but if the remainder of the neighborhood deteriorates to such an 
extent that it does become a slum, let’s 3; say, within the next few years, 
these people might—and I say “might”—want to move out, and there- 
fore he would not be able to charge enough rent to pay the cost of 
the rehabilitation. 

The FHA, therefore, in looking at the cost and the economic sound- 
ness of the project, must take into consideration the impact of the 
surrounding neighborhood upon the rehabilitated house or rehabili- 
tated apartment, and they must exercise a judgment to determine 
whether or not, irrespective of the surrounding neighborhood, can 
the owner attract and retain renters in this apartment house "long 
enough to pay off the cost of it, and will it be a sound project. 

Therefore, in my judgment, in determining what can be done— 
and I certainly am very interested in a tool, a facility which would 
aid in this particular segment of housing—lI think that we should not 
change section 203 so that it would lose its economically sound 
approach. 

Now, what could be done to take the risk that the neighborhood, by 
reason of one man going into the neighborhood and ‘Teh ibilitating 
part of it, will then start the neighborhood on its way up? 

I think it has an impact. I think it is possible. I think one house 
rehabilitated in the neighborhood does generally tend to encourage 
the other neighbors to do the same thing. 

Mr. Rarns. That seems to be the story in Los Angeles, for instance. 

Mr. Cote. But this is a problem, and we do need a concerted attack 
not only to protect FHA funds but also to protect the investor. We 
don’t want to encourage an investor or house owner to throw good 
money after bad. 

Mr. Rains. Well, there are 1 or 2 other proposals, and I say that 
these are just suggestions which have been made to this committee. 
But we want to throw them out to you, and one of them right along 
the line of what you were just talking about, Mr. Cole, is the proposal 
that a new insurance section be set up in FHA to insure first mort- 
gages, the proceeds of which would be used both to refinance existing 
indebtedness and finance needed improvements. 

In a way it would be quite similar to 203, but the main difference 
would be that more liberal standards would be written into the law 
so that the FHA could insure loans in areas and sections which it 
feels does not now qualify under 203. 

What do you think of that, Mr. Cole? 

Mr. Cote. I think it is worthy of study, Mr. Chairman. We are not 
in a position to comment other than to say that Mr. Mason and I are 
both very much interested in studying this problem because both of 
us are concerned about it. 

Mr. Mason. It certainly is another approach, Mr. Rains, and that 
is one of the things that you have to keep looking for, new ways to 
do everything. 

Mr. Rarns. Well, have you ever considered the proposition of a 
guaranteed second mortgage? 
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Now, I want to say again this is not my view of it at all, but I 
want to say these proposals have been made to us, and I wanted to 
get your opinion. 

It is stated like this: 

What is proposed is a guaranteed second mortgage for loans rang- 
ing from $2,000 to $7,000, with terms of, say, 15 to 20 years, and 
with an interest rate of 5 or 514 percent, simple interest. If necessary, 
closing costs could be incorporated in the loan. This is the sugges- 
tion made to the committee. You would, of course, have FHA eval- 
uation and inspection, but presumably would have more liberal stand- 
ards so FHA could guarantee second mortgages in areas where most 
of these houses are probably located. 

What do you think of that ? 

Mr. Mason. In the first place, the whole concept which built FHA 
was to do away with the high cost of second mortgages, and I think 
that that would be the answer to this problem. I think that a first 
mortgage can be arranged which will carry all of the financing the 
property ought to have, and that there would be no reason to have 
this junior loan an insured loan when it might all be incorporated 
in the original loan without, as I can see, any particular difficulty. 

The reason that second mortgages came into being was that banks 
had no insured facility, no way to make a high- ratio first mortgage. 
They had to have that lending conservative and then to draw into 
the lending field another group of people who would take a bigger 
risk for a bigger return in the second-mortgage field. 

Mr. Rarns. Well, of course, I am inclined to agree with most of 
your statements in that second mortgages were one of the burdens 
of the early 1930’s which caused a lot of foreclosures, no doubt, and 
in addition to that it would be a bit difficult, I know, to sell the Con- 
gress on the idea of the Government-insured second mortgage. 

However, I call your attention to the fact that section 505 (a) of 
the Veterans Act has almost this very suggestion which I have just 
made. 

Mr. Mason. I am aware of that. I still don’t think it is a good 
proposition. 

Mr. Rarns. Now, the main thing I think we are going to have to 
strike at in this hearing is whether or not we can get down the 
interest rate, because there are going to be amendments here in the 
committee and amendments on the floor, and sinenense generally 
to the so-called 9.3 interest rate; and secondly, I assume that the 
big argument will come as to whether or not we shall increase the 
amount as suggested in the administration bill and the bill which 
I have offered and possibly some bill will be offered to increase it 
even more. 

Is it your considered opinion now that you can’t get the interest 
rate reduced and still carry on the program ? 

Mr. Mason. Well, in our written testimony here in the statement, 
we went to some length in explaining the reason for the $5 discount, 
which is in effect 9.3 interest. We find that in the average loan this 
rate is really needed. 

Now, as you point out, when you get larger loans, then I agree with 
you that these loans should be made at a lower discount rate, and they 
would be, if I were running the program, and I believe any Commis- 
sioner running the program would have the same viewpoint. 
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But to arbitrarily reduce this might defeat the purpose of it be- 
cause primarily now these small loans alone are not acceptable to the 
lending institutions. I think the answer to the program is only to 
look at the rates that most other banks are getting or most other 
lending institutions are getting on similar programs to title I. 

We have one section in the country around New York where you 
can get the title I sort of loan from an institution and title I loans 
for that matter at a lower rate than the rate that FHA sets as the 
maximum, but nowhere else in the country that I know of can you 
get an FHA loan on that basis, and everywhere else these discounts 
on nontitle I loans run $6 and even higher. 

Mr. Rains. Well, changing from title I, and I want to move along, 
I don’t want to keep you too long. I think I can say that most of the 
small bankers I talk to about title I, Mr. Mason, say their main objec- 
tion is that there is too much redtape, too many forms to fill out. 

Do you think there is anything to that ? 

Mr. Mason. Yes; I am so recently from the other side of the fence 
that I can understand their problem, and what we have been doing in 
the last year is to do exactly what these people are talking about, 
cutting down on the redtape. We are having personnel representa- 
tives of FHA go around on a regular basis to all of these people to 
work with their employees and show them what has to be done and 
what doesn’t have to be done to make the job a lot easier and less 
expensive. . 

Mr. Ratns. Now, on 220, a few questions: 

Whether the statement is right or not, the favorite phrase about 
220 wherever you go is that it is not getting off the ground. 

Now, what is the outlook for 220% What do you really think is 
going to be the result of the 220 program? Can it work and will it 
work ? 

Mr. Mason. You are talking about it for rehabilitation work and 
not new construction work ? 

Mr. Rarns. Yes; rehabilitation work. 

Mr. Mason. Well, in my estimation, it can work and will work. I 
think we have expected too much of it too quickly, perhaps. 

I read with consternation the public’s opinion of what 220 has done 
in this field, largely jose bore by what it has done in a few cities 
like New York in the actual slum-clearance problem. I don’t think 
this kind of program comes off automatically without help. That is 
why we started in as we did with Mr. Beverly Mason, my namesake, 
trying to see that this program was understood. That is why we 
asked Mr. Mason to go around when your committee went around, so 
he could hear at firsthand, and we appreciated this opportunity very 
much, so he could hear these comments firsthand and know, if we were 
falling down, why we were falling down, not as an excuse but to find 
the answers and straighten them out. 

That is the only way you do with a new program. 

Mr. Rats. Now, those cities you mentioned in your written testi- 
mony, are they cities that have gone along with the 220 rehabilitation ? 

Mr. Mason. We have three cities, Detroit, Louisville, and Cleve- 
land, I believe, and New Orleans is the fourth city, which has the pro- 
gram all worked out, but has to get its State legislation in line before 
we can do it. 
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Now, we have in California, Los Angeles, which is doing this also on 
a little different basis, a quite different basis, very successfully. 

Mr. Rains. The usual complaint is, and I am sure Beverly Mason 
found it out, that the standards are tod rigorous, too severe. 

Do you think that is correct or not? 

Mr. Mason. This is a case of having 75 insuring office directors and 
their employees read the book correctly. Our requirements are not 
too rigorous. The problem is in having our people understand that 
they are flexible, which they are. 

Mr. Rarns. I am not saying there is any fault. Iam merely check- 
ing and repeating some of the things I have heard. 

Mr. Mason. We are doing things with it, Mr. Chairman, that is, 
with the work your committee has done in bringing these things to 
light. 

Mr. Rarns. Mr. Cole? 

Mr. Core. My only suggestion along that line, Mr. Rains, is this: 
I have noted, of course, some comment about the program, and the 
FHA is doing a good job of providing facilities to carry it out, and 
so is the Urban Renewal Administration. 

I think that it is an error to take broad statements and conclusions 
with respect to this or any other program and say that it does or does 
not work. I think if the committee cared to do so, we would be very 
happy to take item by item, case by case, city by city, and present a 
factual chronological statement with respect to any particular situa- 
tion to assist the committee in determining how the program is work- 
ing. In this kind of hearing I realize you can’t do that, but statf- 
wise we would be glad to do it. 

Mr. Rarns. I am not trying to be unduly critical, but when I look 
and see not a single commitment issued as yet for 220 rehabilitation 
loans, I wonder then how far along it is getting. 

Mr. Mason. Could I add one thing, Mr. Rains? 

The reason this is so is because we don’t have the community 
interest stirred up as yet to the point of coming in and asking for it. 

Mr. Rarns. In other words, it isa community lag? 

Mr. Mason. Yes, it is, and if you were charging us with going out 
and making communities do this—— 

Mr. Ratns. We are not doing that. 

Mr. Mason. FHA’s philosophy is that we should make the pro- 
gram readily available; that FHA procedure shouldn't be a hamper- 
ing thing when a man wants to use the program. Not only do you 
beat me over the head but Mr. Cole beats me over the head, properly, 
for not getting more work done. 

Mr. Rains. Mr. Mason, I hope you understand I am a harmless 
man. I am not beating you over the head. And I don’t think you 
should feel that because I as chairman of the committee am asking 
all of these questions—— 

Mr. Cotz. Mr. Rains, I think this is the greatest program ever 
offered to the cities of America. I think it will provide for them 
and is providing for them the most important program which they 
have ever been able to have. It will change the face of America. It 
is a complex, difficult program to carry out. It brings together 
many many varied and complex interests. It is now moving forward 
with great rapidity. There are, as Mr. Mason said, some 75 cities 
interested in the particular program we are mentioning here today, 
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and 1 think they are well along the way toward the culmination of 
their efforts. 

Mr. Rains. ‘Thank you, Mr. Cole. 

Mr. O’Hara had a question. 

Mr. O’Hara. Mr. Cole, the people in the community where I live 
are interested in the no-man’s-land between title I and section 220. 
It is a community where there are a number of apartment buildings 
erected a number of years ago. They are good substantial buildings, 
but they are not modern, and there is no Twehedaaen program that 
furnishes the money for their rehabilitation. 

Now, one owner took one of those properties and remodeled it. 
It resulted in the rents being lower than for new construction, and 
it resulted in the entire neighborhod coming back from what might 
have been the approach toa slum area. 

Now, they feel in this community there is a no-man’s-land, legis- 
latively, between title I and 220. 

Have you any comments to make on that, Mr. Cole? 

Mr. Core. Mr. O'Hara, John Usher is the man whom I anony- 
mously mentioned a moment ago. 

Mr. O'Hara. Oh, yes. Iam sorry 1 was late, Mr. Cole. 

Mr. Cote. He is the man who took me out to show me the remodel- 
ing job which he was doing with respect to some apartment buildings 
in Chic ‘ago. I was quite ‘interested and quite excited about the job 
he was doing. He has a neighborhood of sound buildings, and his 
buildings are of sound construction. They have many many years 
yet of capacity to provide good decent homes for many people. 

Now, he does have a problem, as I said to the chairman. As far as 
FHA is concerned, I would assume that the FHA had appraisers, un- 
derwriters, and evaluators, who look at the neighborhood and try to 
determine whether or not John Usher, by repairing and remodeling an 
apartment would thus cause an upgrading of the community sufli- 
ciently, to the point where the other people would voluntarily do the 
same thing. 

Now, this is the program which FHA has: They look at a given 
community in that regard and say, “No one else is doing it,” or “we 
must take the risk that somebody else will do it, because if they do not 
do it, we will have one isolated island of a good apartment building 
and all the rest of the neighborhood will continue its deteriorating 
and depreciating and this becomes eventually aslum. If it becomes a 
slum, the problem i is whether or not the owner of the apartment build- 
ing will be able to continue to attract his tenants there at the rent 
which he will be required to charge.” 

Now, some of it is judgment on the part of the appraiser, the un- 
derwriter. Some of it is based upon whether or not he wants to take 
a chance, but he still, under section 203 or 207, must say to himself, 
“Is this economically sound ?” 

Now, the urban-renewal program not only encourages the people in 
the neighborhood to upgrade their houses but it has a tool which re- 
quires them to do it and therefore the underwriter can say: “Well, 
this will happen: I have good reason to believe that the neighbor hood 
will be upgraded and that therefore the remodeled house at X amount 
of dollars rent will be economically sound and feasible over the period 
of years. 
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Well, what I am saying, Mr. O’Hara, is that I think you and John 
Usher are posing a very interesting and necessary program for our 
examination. As of yet we haven’t determined any method whereby 
we could use—the FHA has not been able to determine any method 
whereby they could use 203. It would be 207, of course, Mr. Mason 
has called to my attention. It is 207. 

Mr. Mason. We are currently, Mr. Cole, working with Mr. Usher. 
We have changed our regulations slightly. ‘This reduction of 50 to 25 
percent was done at Mr. Usher’s suggestion, and we believe that Mr. 
Usher’s program and about 4 or 5 others in your town, Mr. O'Hara, are 
possible under the 207 program; that these areas have not gone so far 
but what FHA can take this chance, but as you say, there does come a 
place where the extent of neighborhood decline does get over into the 
other field. 

Mr. O’Hara. I might say that in this community public sentiment 
is with Mr. Usher, and all of the men of affairs and of interest in 
the community are behind his program. ‘They feel that if you re- 
habilitate one building which is the anchor building in the community, 
then human nature is such that the other people in the neighborhood 
want to fix up their properties, and to get the job done all you need 
is to have funds available. 

The objection they find to the workable program is that that re- 
quires action by the city council. It is a long process. After all, 
this is one small community in the city. The people in that com- 
munity are working diligently, but to say that they cannot go ahead 
until the city council has approved a workable program means a delay 
that will be fatal. 

Now, also they point out—and I think there is a good deal in this— 
everyone wants to enforce the ordinances, and there shoud be strict 
enforcement of ordinances; but that is difficult. Here is an old prop- 
erty. There is not very much money to do the repairing that strict 
compliance with the ordinances require. Now, if money were avail- 
able for the rehabilitation of those units, of course, there would be 
a strict enforcement of the ordinance because the owners then could 
get the money for necessary repairs and strict enforcement would 
not result in buildings being closed and more people dislocated. 
Owners with funds available would rehabilitate their properties, and 
public sentiment combined with owner cooperation would bring about 
the strict enforcement we all desire. 

Now, that is the general thought of the people in my community. I 
know that it has been brought to your attention, and you have given 
it much sympathetic thought. If you have any further suggestions 
to make on the subject, I would appreciate them very much. 

Mr. Mason. As I say, we are sure that Mr. Usher’s program in his 
particular community, isolating that, is a good one. 

Mr. Rains. What Mr. O'Hara has really pointed up, I judge is as 
much the job of the legislators, maybe even more than it is yours, and 
what he really asked was the same thing I asked a moment ago, is there 
any recommendation you can make to this committee to help take care 
of that particular segment of rehabilitation, which I am sure is a large 
one, such as Mr. O'Hara has described, that it is not now available 
under either title IL or 203? 

I am not blaming FHA for it not being available under it. I am 
thinking now of the legislators’ duty. 
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Is there any suggestion you could make whereby we could change, 
amend, or rewrite any kind of law that might help to achieve that and 
still do it on a sound basis without the restrictions of economic sound- 
ness, and so forth? 

Mr. Mason. We feel, Mr. Rains, that in order to get soundness in a 
program you either have to stick with the concept of 207 and 203 or 
you have to go over into the urban renewal plan, which gives this 
soundness by the things Mr. O’Hara says takes time; the preparation 
of the plan by the council and the enforcement of the zoning ordi- 
nances after you get this plan. 

Mr. Rarns. But I am one who-— 

Mr. Mason. Both of these mean providing soundness. The urban 
reneweal program is just as sound as it can be. 

Mr. Rarns. There is no doubt about that, but I am one of those 
who believe that housing legislation is not and should not be a static 
thing. 

Mr. Cotx. That is very true. 

Mr. Rarns. By that I mean we have not found all of the answers, 
none of us on either side, and new problems keep arising so that if we 
could meet that problem, it would help us to meet a lot of these other 
problems, and we would not have to be so concerned with urban re- 
newal in a lot of these places if we could do this. I do not know. 

Mr. Mason. I will just say to you, sir, that we are looking at every 
kind of proposal like that. We have talked with members of your 
staff about this sort of thing, and we would like to find the answer, too, 
but we have not found it yet. 

Mr. Rains. Well, if and when you are able to bring up any answers 
at all, or if we can, we would be delighted to have you present them 
to us. 

Do you have any other questions, Mr. O’Hara ? 

I have one other, and then I am going to pass along. 

You know, in 1954, the year before last, we heard a lot about open- 
end mortgages and how they might provide a help for home improve- 
ment. 

Ordinarily in certain areas I am in favor of open-end mortgages, 
and I hope more people will use them, but I am told that there is 
generally apathy among lenders about open-end mortgages. 

What do you think of the housing agency enlisting more interest 
in open-end mortgages? Would that help? 

Mr. Cotz. I would prefer that Mr. Mason answer that. He is 
more familiar with the acceptability of the open-end mortgage pro- 
gram than I am. 

Mr. Mason. In my estimation if such a program of public educa- 
tion is to be undertaken, it should be undertaken when there is more 
chance of success. The program has been running only a short 
time since the legislation was passed by the Congress. The FHA 
loans now being made are made under this open-end provision in 
ach area; that is, this provision is a part of all new FHA loans. 

Mr. Rains. It is now a part of all new ones? 

Mr. Mason. Yes, but the amount of amortization that is available 
for repairs and modernization on these new loans would be small, and 
I would think that the idea of giving the program a push is proper 
at some time, but I would think that it would raise a lot of false 
hopes at this particular time if we did a lot of talking about it because 
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the number of loans insured and the amount of money available 
through amortization would be relatively small. 

That would be my current feeling about the matter. 

Now, I am sure that there is apathy about this, Mr. Rains, in some 
lending institutions. Lending institutions are just like any other 
people, and they have varied opinions. Some lending institutions, 
T am sure, are not desirous of using this, even though ‘it is available 
to them, and this is an educ ational program which ought to go on 
also. 

Mr. Rartns. What do you think of the open-end mortgage legisla- 
tion generally? Do you think it has an merit or can it do a job? 

Mr. Mason. Personally, I think it is one of the really outstanding 
things that this Congress has given to the people of America—a 
chance to go back without a lot of redt ape and get the money you 
have paid if you are going to put that money into rehabilitating your 
house. It is a good ‘thing for everybody, and it does it without as 
much redtape and expense as rewriting the mortgage, which is a big 
problem, often involving a $250 or $300 charge. 

Mr. Rarns. Of course, it can’t be used by those people who got their 
FHA loans before 1954. 

Mr. Mason. That is right. 

Mr. Rarns. And in a great many instances they are the ones who 
might want to utilize it. 

Mr. Mason. Again, Mr. Rains, there is a provision in this legisla- 
tion which permits it to be made retroactive, but the lending institu- 
tion has to use some push and drive. In other words, it has to want 
to do it. This requires amending the mortgage and all that sort. of 
thing, which they are not very 

Mr. Rats. They are slow to do it. 

Mr. Mason. Yes. 

Mr. Core. At this point, in reply to your suggestion about FHA 
selling the program, perhaps I should comment: 

I felt that Government agencies should not undertake great selling 
programs. On the other hand, as Administrator I am well aware of 
the fact that the Federal Government has many and varied tools 
available to the communities if the communities desire to use them. 
Our basic philosophy in the housing agency is that the community 
should do the job. It is the community’s responsibility, and the com- 
munity has the knowhow and the skill and the desire to do it, and the 
Federal Government should make available our tools and facilities 
if the community so desires. 

It is true, however, that the communities and the people, civic- 
minded businessmen and others in the communities, do not understand 
these programs in their entirety in their integrated approach and 
comprehensive approach to assisting the community in obtaining 
better living conditions. We are therefore considering the possibility 
of making available Government agency teams upon invitation of the 
community to go into the community, to assist them to understand 
what Government tools, facilities, are available to assist them to 
understand how they will work. We think it may be effective. 

Preliminary to that, beginning this morning, we are holding a 
training conference comprised of the top operating people in the 
Public Housing Administration, the FHA, the Urban Renewal Ad- 
ministration, the Community Facilities Administration, Fannie Mae, 
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and all of the constituent agences, a representative group of the 
policymaking people, and we have a training program consisting 
of an entire week advising all of the people within the Agency with 
respect to all of the programs, how they work, their philosophies, their 
policies, their regulations, the methods by which 

Mr. Rarns. Do you have an extra copy of that? 

Mr. Core. I have one I will make available to you, sir. 

Mr. Rarns. We would like to have a copy. 

Mr. Cox. It will be very interesting for you to examine. 

Mr. Rats. Good. 

Mr. Corr. This, then, will give us the basis for the type of approach 
which will not be a propagandized approach on the part of the Gov- 
ernment agency but will give us an approach to be able to serve the 
communities better if the communities desire to invite the Agency to 
come in to examine their needs and to advise them about how they may 
go about utilizing the program. 

Mr. Rarns. Well, I think that is a fine program, Mr. Cole. 

Mr. Coix. One other thing which we are doing, and of which I am 
sure you are aware, is our task force, composed of some of the top 
people in URA, FHA and PHA, to make more flexible, and simplify 
our procedures. 

I am quite encouraged and quite stimulated by the things which they 
are doing to speed up, to eliminate unnecessary requirements on the 
part of a Federal agency. 

Mr. Ratns. Well, we say amen to that. 

Mr. Mason. Mr. Rains, could I add on this open-end mortgage one 
factor of which the committee is probably aware, but I will just call 
your attention to it again, and that is lending institutions tell us 
that they are waiting for court tests of the open-end mortgage in their 
States, whether or not they are permitted to extend this open-end 
mortgage without reexamining the transactions between, and when 
that is cleared up they feel the program will go forward. 

Mr. Rarns. I realize that there are certain State laws in prohibition 
of it, as a matter of fact. Well, Mr. Cole, I appreciate your state- 
ment. I am going to have to ask you another question here, and see 
what you have to say. 

You note from the paper that the housing starts are falling below 
your prediction and more than seasonally. 

What do you think about that? 

Mr. Corr. I think it was not unexpected. I am one of the few, I 
suppose, who says that we are going to have 1,300,000 housing starts 
this year. I still believe it. I still think it will be done. 

Now, statistically we should remember that the figure with relation 
to housing starts is important. It is my guess that the housing starts 
in 1956 will follow a reverse pattern from what they did in 1955. 
The stimulation will come toward the end of the year, and will build 
up rather than slide off toward the end of the year, as it did in 1955. 

The reason that I say that we will continue at this high level is based 
on a number of factors. 

One is that employment appears to be constant and good. I think 
the construction level this year will be much higher than ever before. 
I think that there will be ample funds. I think that there is a demand. 

Mr. Rarns. That is the main point, that last one. 

Mr. Corr. I will go back to it, if you like. 
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I think the demand is there. I think the people of the country 
want housing sufficient for the industry to build 1,300,000, and I 
believe that the formation of families, the change of families from one 
city to another or within the city itself, the families coming in from 
the rural areas to the cities, all of these factors enter into my judgment 
that we will have, this year, 1,300,000 housing units started. 

Mr. Ras. I don’t understand how you expect to achieve it, pro- 
vided the restrictions which the Federal Reserve has just put down 
on credit continue. Do you anticipate they will be eased up in the 
latter part of the year? 

Mr. Cote. Well, I don’t believe that I could even hazard a guess 
what the Federal Reserve would do, but let me give you what I think 
is the responsibility of the Administrator. 

As I view the Federal Reserve’s policy and their responsibility, 
they believe that they have a responsibility to maintain stability of 
the dollar, and as they see signs of inflation or contrary signs to appear 
on the horizon, they then take such steps as they deem necessary to 
continue the stable dollar. 

Now, within that stability is a sound fiscal picture. By that I mean 
I think the country is expanding. I believe we haven’t even ap- 
proached the growth of our national product in this country, and I 
think it will continue this year. 

One segment of the economy may achieve a greater proportion of 
the whole than another. The expansion of the construction of indus- 
trial buildings might achieve a greater proportion of the whole than 
another. 

All right, I think that the Housing Administrator has the respon- 
sibility to do what can be done within a sound economy, to do what 
can be done to assist the people of the country to obtain housing. 
Therefore, it is the job of the Administrator to use the tools at his 
command within a sound economic structure to see to it that good 
demand, the sound demand of the people for housing is met. There- 
fore, I think that we can do that. I think we have an opportunity 
to do it. 

Mr. Rarns. Can we get the mortgage money? That is the com- 
plaint we hear across the country. 

How do you think they can get it? Do you think they can get it 
as of now under the present conditions? 

Mr. Corx. I think the mortgage market has a definite impact on 
the present starts, Mr. Chairman. 

Mr. Ratns. What is Fannie Mae doing about it ? 

Mr. Corr. Fannie Mae is doing a number of things. One thing 
Fannie Mae is doing is providing a market for loans at a price, prices 
not quite comparable with the price which can be obtained in the 
so-called primary market, but Fannie Mae is buying mortgages at 
a good rate. This can be stepped up. 

Mr. Rarns. Is that some of the tools you were talking about the 
Administrator had ? 

Mr. Corr. Yes. 

Mr. Rarns. I think that is a major tool, as a matter of fact. 

Mr. Mason. Mr. Rains, currently I am sure you know in spite of 
these actions that we hear, the rate of discount on FHA mortgages 
is constantly decreasing, it is constantly approaching par. 

Mr. Rats. That is good news. 
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Mr. Mason. And that has been so for 3 or 4 months now. Each 
month it is getting closer, and the FHA mortgages don’t get the same 
discount that many VA loans do. 

Mr. Rains. That is right. 

Dr. Talle? 

Mr. Tate. No questions. 

Mr. Ratns. Well, we have talked about many things, gentlmen. 
We want to express our appreciation for your coming. 

Mr. Tatxir. I would like to say, Mr. Chairman, I am glad to see 
these gentlemen here this morning. 

Mr. Rains. We are always glad to see them. 

Mr. O’Hara, do you have any questions ? 

Mr. O’Hara. Mr. Cole, I was interested in your comment on the 
commendable program that you have for those in the high policymak- 
ing group. I think you will be interested in a development in Chicago, 
a grassroots operation under the dynamic administration of Mayor 
Daley, of Chicago. This is the block system. The residents in a 
block are brought together weekly or every other week and they 
discuss as a family group the problems of the neighborhood. We 
feel that great progress is being made through that operation at a 
grassroots level. 

Mr. Corr. Yes, I think that is a wonderful thing, Mr. O’Hara, 
and I think it is just beginning to take root in many cities. I look 
for a great expansion of that idea. We see great enthusiasm for it. 

Mr. O'Hara. And this is interesting, of course, answering the ques- 
tions which you raised some time ago, as to the possibility of one build- 
ing in a neighborhood being modernized and the others falling into 
slum condition or a condition of disrepair. Of course, with the oper- 
ation of the block system, we minimize that danger. It tends to instill 
a community spirit of everyone cooperating in keeping up with the 
parade. 

Thank you. 

Mr. Rains. Thank you, gentlemen, very much for appearing. 

The next witness is Mr. Michael J. O’Dea, Jr., of Louisville, Ky. 

Come around, Mr. O’Dea. 

Mr. O’Dea has with him our friends, Mr. Williamson and Mr. 
Stewart. 

Weare glad to have you. 


STATEMENT OF MICHAEL J. 0’DEA, JR., LOUISVILLE, KY., MEMBER 
OF THE BUILD AMERICA BETTER COMMITTEE OF THE NATIONAL 
ASSOCIATION OF REAL ESTATE BOARDS, ACCOMPANIED BY JOHN 
C. WILLIAMSON, DIRECTOR, DIVISION OF GOVERNMENTAL AF- 
FAIRS, NATIONAL ASSOCIATION OF REAL ESTATE BOARDS; AND 
CHARLES T. STEWART, DIRECTOR, DEPARTMENT OF PUBLIC 
AFFAIRS, NATIONAL ASSOCIATION OF REAL ESTATE BOARDS 


Mr. O'Dea. Mr. Chairman, I am Michael J. O’Dea, of Louisville, 
Ky., and as you have just announced, I have with me Mr. John C. 
Williamson, legal counsel and director of our division of governmental 
affairs, the National Association of Real Estate Boards, and Charles 
T. Stewart, director, department of public affairs, who has been very 
active in the urban renewal program and followed it very closely. 
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Mr. Rarns. Weare glad to have you, gentlemen. 

You may proceed, Mr. O’Dea, to present your statement and then 
the members will ask you questions. 

Mr. O’Dea. You gentlemen have the statement before you, I pre- 
sume, and I would like to read the statement, if I may, with questions 
afterward. 

Mr. Rarns. You may proceed. 

Mr. O’Dea. I am president of the Michael J. O’Dea Co., engaged 
in the general real-estate business. I am a member of the board of 
directors and of the build America better committee of the National 
Association of Real Estate Boards. 

We appreciate this opportunity to present the views of our national 
association in the important field of home improvement and our com- 
ments on rehabilitation mortgage insurance. Because four sections 
of the National Housing Act are affected in this review, I propose to 
cover them in their proper order. We propose amendments with 
respect to some, for the others we will make such comment as in our 
opinion may assist the subcommittee in its inquiry into this field. 


TITLE I. HOME IMPROVEMENT AND REPAIR 


This program has made a notable contribution in assisting the re- 
pair, improvement, or modernization of more than 15 million homes 
since the title was first enacted in 1934. 

It has provided for many homeowners their only source of financing 
for home improvement. For the rest it has provided financing at a 
cost to them less than that available from other sources. The 1954 
act provided several changes which serve to enhance the soundness 
of this insurance system. 

We believe the program should be made permanent, and we endorse 
the recommendations of the President to increase the maximum loan 
amount from $2,500 to $3,500 and, with respect to multifamily struc- 
tures, to increase the maximum loan amount from $10,000 to $15,000 
and the per-unit limit from $1,500 to $2,500. Also, we endorce the 
proposed increase in the term of the loan from 3 to 5 years. 

The proposed changes would stimulate the improvement of much 
of our inventory of existing housing and assist materially in restoring 
many neighborhoods to sound, healthy condition. Federal loans and 
grants can, at best, deal effectively with only a fraction of the Nation’s 
total slum and blight problem. It is as important to prevent the 
decay of existing housing as it is to remove slums. Only through a 
many-pronged effort will the Nation successfully meet the challenge 
expressed so dramatically by the President’s Advisory Committee on 
Housing—that at the 1953 rate of slum clearance and demolition the 
job of eliminating slums would take over 200 years. 

Before leaving the subject of title I, I suggest that the subcommittee 
consider whether the recommendation in H. R. 10157 reducing the 
discount rate to 4 percent on that part of a loan in excess of $1,000 
might not restrict the use of this program. The subject of interest 
rates is a most complex one and our association holds no brief for 
any particular rate, except that we recognize the importance of a 
rate that costs the homeowner as little as possible but is high enough 
to attract private capital into the particular program involved. Be- 
cause a 5-percent discount is less than the prevailing rate in the non- 
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FHA market, a further widening of the differential might shift the 
bulk of home improvement financing to a higher noninsured rate. 
Also, many homeowners may be cut out of the market altogether 
because of inability to meet the payments required by more expensive 
financing. 

Section 208—Mortgage Insurance (1 to 4 family). We believe that 
the Congress and the Federal Housing Administration could perform 
a great public service by focusing attention on the use of section 203 
as a rehabilitation device in the same manner that the VA program 
is available for this purpose. 

As we understand the law, and our inquiries to the FHA substan- 
tiate our opinion, the FHA could issue a conditional commitment to 
a homeowner whose home needed major repairs based on an appraisal 
of the home with the improvements completed. This additional com- 
mitment would then enable the homeowner to receive a loan for the 
repairs. Upon completion of the improvements, the lender handles 
the permanent financing—or refinancing—with the FHA endorsing 
the mortgage for insurance. 

Mr. Chairman, Mr. Mason went into this and explained it in quite 
some detail, and in an effort to save a little time I would like to skip 
the next paragraph, which gives a complete example of how it works. 

Mr. Rarns. Well, he didn’t go into detail as to how the commitment 
would work. 

Mr. O’Dea. Here is how it would work, then, Mr. Chairman: 

A has a home with a $9,000 mortgage which needs $3,000 in major 
improvements. He applies to the FHA for mortgage insurance and 
the FHA issues a conditional commitment that it will insure a mort- 
gage based on a $14,500 appraisal once the improvements are completed 
as per specifications. 

A then applies to the lender for the $3,000 required, and on the 
basis of the conditional commitment the lender releases the funds 
in the same manner and with the same precautions with which the 
lender releases construction money to a builder. 

Upon completion of the improvements to the satisfaction of the 
FHA, the mortgage is endorsed for insurance, the $9,000 original 
mortgage is paid off and the $3,000 interim loan is satisfied. There 
is nothing novel in this application of section 203 to home improve- 
ment. It represents the extension of the conditional “builder’s” com- 
mitment to the homeowner requiring funds for major rehabilitation. 

Unfortunately, little use is made of section 203 for home improve- 
ment purposes because of the identity of this section in the public 
mind with the acquisition of a home. For the same reason, the VA 
home loan program for home improvement has had little use. Through 
the Build America Better Committee of our association, we are making 
every effort to bring these home improvement tools to the attention 
of homeowners everywhere. The importance of the VA program, for 
example, is underscored by the fact that up to 2 months ago 65 percent 
of the 414 million veterans who have used their GI rights still have 
up to $5,000 of their $7,500 guaranty remaining which is ready for 
them to tap should they need an improvement loan. 

In view of the availability of both title I and section 203 (including 
the VA program) for this purpose, our association seriously questions 
the use of second mortgage financing for rehabilitation which we 
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understand has been suggested for the consideration of this sub- 
committee. 

The benefit of a 514-percent simple interest second mortgage over 
a 5-percent discount rate under title I is illusory and doesn’t stand 
up under critical analysis. The costs of title searches and other items 
upon settlement are counterbalancing factors, as well as an additional 
servicing charge for handling a second mortgage. 

Many lenders, by State laws, are forbidden to make loans on other 
than first liens on improved real estate. Also, the National Banking 
Act and the Federal Home Loan Act would have to be amended to 
make member banks of the Federal Reserve System and savings and 
loan associations eligible for second mortgage financing. 

Section 207 (Multi- family insurance). Here is another FHA sec- 
tion which is available but, as yet, little used for rehabilitation pur- 
poses. In November 1955 the FHA revised its section 207 regulations 
to aid the rehabilitation of rental projects in better neighborhoods 
not eligible for section 220 insurance. This change, which our asso- 
ciation first recommended to this committee during the consideration 
of the 1955 housing amendments, would require that only 25 percent 
of the mortgage proceeds be used for rehabilitation instead of 50 
percent as formerly prevailed. We are hopeful that time will prove 
the wisdom of this change in section 207 and that this section will 
also do its share in the mammoth task of conserving our housing 
inventory. 

Section 220 (Rehabilitation Mortgage Insurance). Prior to the 
passage of the Housing Act of 1954, and since, our association has been 
advancing a program of neighborhood conservation. In this work 
we have asked our boards to give effective support to municipal offi- 
cials for the firm enforcement of modern, adequate, reasonable stand- 
ards of health and safety for housing. 

In this work, which we call our Build America Better program, our 
members work for an application of this law enforcement process on 
a neighborhood-wide basis. We urge that this kind of code enforce- 
ment be coordinated with demolition of structures that are unfit for 
rehabilitation. We also seek to have it coordinated with municipal 
improvements to streets, schools, sewers, street lighting, and other 
public facilities"as needed in the area, and with concerted action to at- 
tract new construction in the old neighborhood on sites that are 
available. 

Our members have responded, and in numerous cities throughout 
the United States solid and tangible results are to be seen. Some of 
the cities in which our members have contributed to impressive results 
are Baltimore, Birmingham, San Francisco, Charlotte, Durham, 
Kansas City, Los Angeles, Newark, New Orleans, Norristown, and 
Pasadena, and my own city of Louisville, Ky. 

One of the principal problems we have encountered in several 
years of this work has been the problem of obtaining long-term financ- 
ing at favorable interest rates for property owners who desire to mod- 
ernize their structures in one of these neighborhood conservation pro- 
grams. 

Of all the programs yet devised to provide favorable financing 
terms for the repair, modernization, or rehabilitation of residential 
property, the one that holds the most promise is that provided under 
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section 220 of the housing law. It puts the owner of a home or a multi- 
family building in the best position to obtain favorable financing terms. 

Its strength is that wherever it is invoked there must be improvement 
of neighborhood environment as well as improvement of individual 
houses. Its handicap has been that the method for securing improve- 
ment to neighborhood environment requires an enthusiasm for the 
program, not yet apparent, on the part of municipal officials. 

If municipal officials are to take an enthusiastic interest in the vast 
possibilities of urban renewal, based largely on the use of rehabilitation 
mortgage insurance, they must, of course, have a thorough understand- 
ing of the program. 

The Federal Housing Administration has issued a series of letters 
instructing its field organization. The Urban Renewal Administra- 
tion experimented on a limited basis with a team composed of Gov- 
ernment and industry representatives. Recently the Urban Renewal 
Administration issued a “local public agency letter” containing de- 
tailed instructions for proceeding under “nonassisted” urban renewal 
projects; that is, urban renewal projects that do not involve Federal 
redevelopment loans and grants. 

These publications are official instructions to Government personnel. 
They do not make for easy reading on the part of a city official, nor 
are they likely to arouse an enthusiastic desire to participate in the 
program. 

The limited visits of the Government-industry team, on the other 
hand, went beyond mere official interpretation of operating procedures 
and undertook to build enthusiasm for the program. Our organiza- 
tion provided a member of this team, and our feeling has been that a 
2-day visit by the team was worth 6 months of time devoted to official 
correspondence. Clearly, what section 220 rehabilitation mortgage 
insurance needs is zeal in acquainting local public officials with its 
great potential. Descriptions of Government-operating procedures 
lack this quality. 

The bringing together of city officials, local FHA personnel, regional 
HHFA personnel, and business groups concerned, is an absolute essen- 
tial toward starting an urban-renewal program seeking conservation 
through the use of section 220. The person-to-person contact so pro- 
vided dispels misunderstanding and incorrect appraisals of the pro- 
gram, and lets each local group know exactly what its part is. We 
believe there is no substitute for it. We are sorry that the Govern- 
ment-industry team visits were discontinued. We recommend that 
such visits, or some type of personal get-together of the interested 
groups, be resumed. 

Rehabilitation mortgage insurance suffers from some widespread 
and damaging misunderstandings : 

(1) The misunderstanding that section 220 is designed primarily— 
or exclusively—for financing new construction. The only use of the 
section yet in sight is for new construction. We are glad to see the 
program get started even for its secondary purpose of financing new 
construction. While we are confident that the program can be made 
to work for the primary function of financing rehabilitation, it is not 
yet off the ground in this direction. 7 

(2) The misunderstanding that rehabilitation mortgage insurance 
under section 220 will not be made available in any community that 
does not apply for Federal urban-redevelopment loans or grants. 
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(3) The misunderstanding that rehabilitation mortgage insurance 
will not be made available in any community that does not have author- 
ity to use the power of eminent domain in urban-renewal programs. 

Therefore, Mr. Chairman, our recommendations are, simply: 

1. That these misunderstandings be definitely and positively dis- 
pelled in clear-cut and unmistakable language. 

2. That the program be advanced by personal contact in the field, 
in a manner that will bring Government and industry groups together 
for an effective briefing. We are sure that this can be done, because 
it has been done in a limited number of instances. 

The disappointing beginning of the section 220 program is not due 
to any inherent faults, in our opinion. Federal officials have not qual- 
ified city areas for rehabilitation mortgage insurance because they 
have had no requests to do so, and have not worked with city officials 
in a manner effectively to encourage such requests. Property owners 
who need and want better terms for financing home modernization 
‘vannot by themselves submit requests that their neighborhoods be 
qualified for rehabilitation mortgage insurance. Contractors cannot 
by themselves doit. Real-estate brokers cannot do it. Home builders 
cannot doit. Mortgage lenders cannot do it. Chambers of commerce 
cannot do it. Only city officials can take the initiative and start the 
ball rolling. 

It is our observation that, by and large, city officials do not yet realize 
to what an extent they hold the trigger position in this important 
program. We believe this should be the guiding consideration in de- 
vising an effective method of taking the section 220 program into the 
field. 

I would like to say at this time, Mr. Chairman, that I have worked 
for a year and a half to 2 years on a program in Louisville, Ky. We 
started a rehabilitation program or established an urban renewal and 
rehabilitation area before the enactment of the 1954 Housing Act. The 
1954 Housing Act in providing us tools, of course, fell in line with 
what we had in mind for our program. 

We immediately began to work with our city officials, with their 
support, but as of this day we have not been qualified. 

[ have been deeply interested in the program and feel personally 
that 220 can and will work, if properly executed. It has not been 
brought to the attention of the city officials in a simple manner. No 
definite basis in the way of ground rules has yet been established in 
my opinion. 

For instance, the local FHA offices do not have an urban renewal 
department. I think that is a must, and each local FHA housing dis- 
trict office should definitely have an urban renewal department. 

We have worked with HHFA. We have worked with FHA. I 
believe in Louisville we are on the verge of clarifying an eastern 
renewal area, but I might say that the people delegated to administer 
the 220 FHA program have been for a number of years working in 
redevelopment ,and they have not as yet been able to get their mind 
over into rehabilitation away from the redevelopment picture. 

In my opinion redevelopment and rehabilatation are entirely differ- 
ent. Older neighborhoods in every city in the country can be re- 
habilitated without redevelopment, with the cooperation of a com- 
mitment from the city to upgrade and take care of its share of the 
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burden, and for that reason in the cases that I have been working on, 
innumerable times, it was hard to convince the HHFA people why 
we wanted a rehabilitation urban renewal area and how it could be 
worked with a commitment from the city without any Federal funds 
or grants. 

There has been a no-man’s land talked about here. I do not think 
there is a no-man’s land. I feel that 220 is a tool to take care of the area 
that has been talked about as a no-man’s land. The area 220 will take 
care of it where 203 stops. Immediately where 203 stops 220 should 
pick up and take care of everything from there on down with this 
provision: that the city officials commit themselves to the proper 
agencies that they will upgrade a neighborhood, block by block, and 
in that way 220 will work. 

Only in a few cases will old properties need to be torn out. There 
new construction can be put in its place under 220 or 221. I am very 
confident that 220 can work and will work if, from my experience in 
analyzing this problem, from the top ta bottom they in turn push the 
program in that manner. 

In the city of Louisville, as an example, I might mention this: If 
the city officials would take interest and receive instructions on re- 
habilitation and urban renewal as they do on public housing—for 
instance, the city of Louisville on very short notice ordered four- 
hundred-and-twenty-odd public-housing units to be constructed and 
the process of that public housing unit picture is shaping up very fast. 

In other words, you have a redevelopment authority. You have a 
public housing authority, but you do not have an authority at this 
point to push the rehabilitation phase. I feel if a rehabilitation phase 
could be pushed hard with the city officials it would cull the areas of 
which we are speaking which are not slum areas, but are blighted 
areas, to become upgraded to where they will not be slums tomorrow. 
That is the area that I think we should concentrate on. I think that 
that is what is needed all over the country as a whole because, as such, 
a program is initiated and properly executed. 

The houses that are being built today, and those that have been 
built in the last 10 years someday will need this same tool. For that 
reason, that is where I would like to give you my experiences. 

Mr. Rats. Thank you, Mr. O’Dea. I followed your statement with 

a great deal of interest. I note on page 3 that you apparently mention 
with approval the VA loan program. A great many people have 
been wondering whether or not we are going “to continue it. I do not 
know what the C ongress is going to do, but it is inter esting to note 
that today I am introducing a bill that would continue the program, 
not to any definite cutoff ds ite, but to a point where any veteran would 
have an amount of time related to his time in service. So there would 
not be any cutoff date but it would dwindle away in the future. 

Mr. O’Dra. I would like to commend you on that because our asso- 
ciation heartily endorses such action. 

Mr. Rains. I was interested in what you have to say about city 
officials. In the first place, we do not have any control over city offi- 
cials. You know they do not have to answer to the Federal Govern- 
ment. We cannot direct them and I am sure that we would not want 
to direct them, and it is true that you cannot expect them to be housing 
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experts because they are not schooled in it as you gentlemen are who 
are in the industry. 

We were in Birmingham last week, one of the cities you mentioned, 
and we had long testimony from the mayor of that city, the Honorable 
Jimmy Morgan, and if you could read, and I hope you will read, 
the Birmingham hearings, you might see the pains and the troubles 
and the roadblocks and the disheartening and discouraging things 
that have happened to him as he has attempted to put on his urban 
renewal program. You would get some idea as to the situation. 

So I recognize, as you do, that public officials in the city halls of 
the country ‘ought to be and are the grassroots people who can make 
it work. We shall first have to get it explained to them in language 
they can understand. Second, we are going to have to eliminate a 
lot of useless and needless never- -ending strings of redtape in which 
they become embroiled when they attempt to get a job like this done. 

I thought one other suggestion you made was good. I had not. 
thought of it. Itistrue that we have: a public housing authority which 
is made up of local people, and they through their executive directors 
and the people themselves over the years become acquainted as to how 
the program works and what to do. They finally understand that 
program and are able to make it work. 

It might be a real good thing for the Congress to consider the setting 
up of some kind of local board for the very purpose under 220 which 
you mentioned. You find that these programs go better when you 
get a group of local interested officials serving without pay who learn 
the problems. 

Mr. Wituiamson. Mr. Rains, I would like to mention that the 
Governor of New York has on his desk today a bill that was passed 
by the legislature that would authorize the setting up of neighborhood 
conservation authorities whose primary purpose would be rehabili- 
tation and conservation. Unfortunately, we understand there is a very 
good chance the Governor may veto the measure. We hope that he 
does not. 

Mr. Rarns. Of course, it would require, as it required for public 
housing authorities and for others, State legislation for such boards 
as you “have suggested to be set up. But ‘the Congress, of course, 
could provide authorizing legislation and ordinarily States will pro- 
ceed along that basis. It is a very good suggestion which you make. 

Now, getting back to title I for a moment, I do not understand 
what you mean down at the bottom of page 1 where you say “increase 
the maximum loan amount from $10,000 to $15,000, and the per unit 
limit from $1,500 to $2,500.” Do you mean per apartment unit there? 

Mr. O’Dea. Yes. 

Mr. Rains. And I note that the only positive suggestion you make 
on the interest rate is one that is easy to make, frankly; that you 
don’t want it to high and you don’t want it too low. That is what 
it amounts to. 

Mr. O’Dea. Mr. Chairman, the interest rate must be so that private 

‘apital will enter the picture. If you have title I with an interest 
rate such that you have no lenders t: aking part in it, of course, it is of 
no value. So we are interested in seeing it proceed with an interest 
rate that is justified. 

Mr. Rains. Of course, it is difficult for me to understand how an 
interest rate that yields 9.3 percent on what is for all intents and 
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ve fe an insured loan—I never can understand why that does not 
1ave the incentive sufficient to get it taken, when, as I said to Mr. 
Mason and Mr. Cole a moment ago, I note that the banks are very 
much interested in getting automobile loans at even smaller returns 
on them. So, again in my opinion, the reason that it bogs down consid- 
erably is because there are possibly too many restrictions, too many 
forms to fill out, too many blanks to make out, and so on. Do you 
think that is right? ’ 

Mr. O'Dea. That is right. I might also add, Mr. Chairman, that at 
this time a tremendous amount of insured loans are being made across 
the country at 6 percent. Therefore, a change of interest rate would 
pull the gap farther apart. There is a tremendous amount being 
made at 6-percent discount. 

Mr. Rains. Of course, the smaller the loan, naturally the higher 
the interest rate must be, but if we should increase the amounts under 
title I, as the loan gets up in dollar amounts, the interest rate should 
correspondingly be reduced, should it not? 

Mr. O'Dea. That is true, but I do not think there is enough spread 
in this case. It is so close it does not warrant a change. We are 
speaking of a small difference there. If we are speaking up into 
higher thousands, I think it would have some effect. 

Mr. Ratns. Well, the difference is considerable to tell you the truth. 
I had the figures here somewhere as to what the difference would 
be. I do not see them before me now. 

Now one other question. You set a statement up here that fasci- 
nates me, about the conditional commitment of the lender for this 
kind of rehabilitation. The only question that presents itself to me 
is can that be done under the present act or under 203. 

Mr. O’Dea. Yes, it can be done and is being done, however, on a 
relatively small percentage basis. We feel that that program could 
be, let us say, sold through the various agencies. In other words, it 
is done in a relatively limited number of cases; but it is available at 
this time. 

Mr. Rarns. I assume you were pleased to hear Mr. Cole make his 
statement that he had come to the conclusion that what he needed to 
do was at least to publicize to the people the availability of these var- 
ious programs. 

Mr. O’Dea. That is right. 

Mr. Rarns. And further that he intended to send around teams of 
instruction to the people who carried it out. That is one of the main 
points in your statement. 

Mr. O’Dea. That is very important because when you enter this 
field of rehabilitation, you must remember you are entering an entirely 
new field, and when you enter into any new field you must educate the 
people who are to be a part of it. 

For instance, with the original enactment of FHA when it first 
went into effect, there was some time, of course, before it actually took 
hold, because they had to in turn get out and acquaint the people with 
the procedures. 

Now the same is true of this section 220 on rehabilitation, when you 
are entering into an entirely different phase. So that definitely 1s a 
very important factor, because, as you know, many of us today in our 
businesses are so busy with the current situation that when something 
new comes along we do not take the time perhaps that we should, and 
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therefore more explanation in simpler form must be brought to that 
particular point. 

Mr. Ratns. I have only two more questions. 

They tell us that one of the obstacles to the use of 220 financing for 
rehabilitation is that the FHA standards are too severe and too rigor- 
ous. Do you think those regulations of FHA as presently promul- 
gated are too rigorous ¢ 

Mr. O’Dza. They have had some effect in this manner: Houses that 
were built 25, 50, and 75 years ago were built under different condi- 
tions, and on different-sized lots from houses being built today, so 
far as land sizes, and so forth. Therefore the application of 203 on 
the ground rules in my opinion if applied to 220 exactly would result 
in 220 never getting off the ground. 

Mr. Rains. In other words, if you put the economic soundness re- 
quirement in 220 it would be tied. 

Mr. O’Dea. That is right. In other words, I feel that 220 as put 
into the 1954 Housing Act could start just where 203 stops—203 goes 
to a certain point, and then it will not go any further due to the regu- 
lations. That is where 220 should start, and, therefore, there is the 
question of new regulations applying to the old neighborhoods. 

For instance, when you have an older residential neighborhood, you 
might have a couple of cases of what is considered a blighted influence. 
It might be a blighted influence in the FHA official’s mind, perhaps 
a small industry, just as important in that neighborhood, as the school 
and churches and other things. So rather than try to remove that 
industry, where the people, of course, work and want to be closer to 
their work, that must be taken into consideration. 

If you tried to apply your 203 rules when you came into that area, 
immediately you would want to take such things out, and conse- 
quently your rehabilitation program would be stopped. 

Mr. Rarns. But you can do it under 220. 

Mr. O'Dea. Yes, if the ground rules are established to fit. I do 
not feel that those ground rules have really been set wp as to the details 
in each city. Each locality will present a little bit different picture. 
That is why I stress the importance of having a local department in 
urban renewal. 

Mr. Ratns. The real difference between 220 and 203 as you see it 
is that one is tied down with the economic-soundness theory and regu- 
lation, whereas 220 is not so obligated, is that right ? 

Mr. O'Dea. That is right, but I would like to point out this one 
thing: When 220 starts, you must remember, the city officials step in 
and the city must commit itself to upgrade the things that are nor- 
mally down. So when the city comes in and commits itself, 220 should 
work in the same manner as 203—203, of course, being without the city 
commitment. 

Mr. Ratns. I have a little difficulty in understanding your state- 
ment in reference to 220, because as I recollect the act on rehabilitated 
property FHA is governed by value whereas in the new provisions it 
is governed by replacement cost. Now if it is governed by value in 
220, is that after the improvements or before ¢ 

Mr. O’Dea. On rehabilitation it is after. 

Mr. Stewart. Except this: I think that it is clear in the FHA 
regulations that the appraiser is instructed to review the commitments 
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made by the city government to improve the neighborhood environ- 
ment and to assume that they have already been put into place in ar- 
riving at value for insurance under section 220. 

Mr. Rarns. Allright. Dr. Talle. 

Mr. Tauxe. Just as a matter of clarification, I would like the 
record to show what you mean by the term, “the cities should up- 
grade.” 

Mr. O’Dea. The term in my opinion means that an area should be 
set aside, whether it be 4 blocks or 6 blocks; that would be determined 
by the city officials with the help of the HHFA and FHA; and the 
city at that time would commit itself to upgrade the area in the way 
of streets, sewers, utilities, and everything in a municipal concern, 
every department, and also very important, the strict enforcement 
of a minimum housing code. 

Therefore, when you go block by block in an area which you desig- 
nate as an urban renewal area, strict enforcement is important along 
with other city commitments. 

So No. 1, the city plays a very important part in 220 and with the 
fact that the city does play a part and makes a commitment, then the 
area is assumed to be upgraded, and as it is being upgraded, 220 should 
apply on the basis that the city has fulfilled its commitment. So 
220 definitely has to have a commitment from the city. 

Mr. Witiiamson. Mr. Talle, an anomalous situation has developed 
in this whole urban renewal picture, and I think Mr. Stewart can 
probably explain it better than I, that in order to get rehabilitation, 
a city has to go in and upgrade, enforce a minimum housing code and 
meet a rather high standard, but at the same time the city could 
get planning funds for redevelopment without making any commit- 
ment that it has to even have a housing code on the books, much less 
enforce it. Today we are approving workable programs and releas- 
ing planning funds where the city makes a promise that it will have a 
housing code by a certain date. 

So it is very difficult, therefore, to rehabilitate, but it is relatively 
easily to redevelop with Federal grants, and consequently the city and 
the redevelopment officials are more inclined to go toward the rede- 
velopment angle than they are toward the rehabilitation phase. 

Mr. Tarte. As I understand it then by the word “upgrade” you 
mean improving. 

Mr. O'Dea. Yes, with strict enforcement of the minimum housing 
code. 

Mr. Tatie. Thank you, Mr. Chairman. 

Mr. Rarns. Mr. O'Hara. 

Mr. O’Hara. Mr. O’Dea, I find myself in agreement with you on 
many points. As a matter of fact, some of the points that you raise 
I fought for in the committee last year. I think the amount on title I 
should be raised, but I am not in agreement with you in regard to 
220, and I must take issue with you on your thought of the nonexist- 
ence of a no-man’s-land between 220 and title I. 

May I call this to your attention: To have a workable plan ap- 
proved and adopted can take a long period of time, a matter of 
months. It might run even into several years. Then the areas that 
would be first considered would be the slum areas, not the fringe areas 
where we need help now. Then comes the upgrading of streets. Well, 
in this community all of the streets are good. The sewers are there. 
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The utilities are there. Then we come to the matter of the strict 
enforcemnt of the code. 

The City Council of Chicago, and I think of any city, is going to be 
reluctant to take the position that there is not strict enforcement 
throughout the city. But as a matter of fact, I doubt if there is an 
absolutely strict enforcement in any city where you have an existing 
housing shortage. 

There are many old buildings. The owners haven’t the money to 
make the necessary repairs and to do the necessary remodeling to 
make them strictly comply with the codes, and so I think there is 
some not winking at violations but certainly a leniency in enforce- 
ment. 

Mr. Rains. May I interrupt to say that you have one other phase 
that is even more important. What would the cities do with the 
people in the houses they have to tear down. ‘They have no place to 
put them, as a matter of fact. 

Mr. O’Hara. That is the big problem, Mr. Chairman. Here you 
can have a building. It is an old building. If loans are available 
for its rehabilitation you have no problem. But the money is not 
available, and if there is strict enforcement and they tear down the 
buildings, there is an increased number of people with no homes in 
which to relocate them. 

I am merely advancing this thought to show we do feel there is 
a no-man’s-land between title I and 220. 

Do you have any comment on that? 

Mr. Stewart. If I might comment, I think we might start this way: 
Broadly speaking, there are only two kinds of urban residential 
neighborhoods. One, neighborhoods that have no environmental 
grievous hazards in them, that are o. k., the kind of areas that 203 
and 207 can go into because the property meets the minimum 
requirements. 

Then, on the other hand, there is the broad classification of neighbor- 
hoods that are not O. K., that contain some adverse environmental 
condition that would make a long-term mortgage an imprudent trans- 
action for both the borrower and the lender. 

Now I feel sure you would agree that if you take a neighborhood 
that has something wrong with it, it cannot qualify for 203. Let us 
say there is nothing wrong with the streets, nothing wrong with the 
schoolgrounds. It has a playground, the streets are in, the sewers are 
in. The one thing is that the buildings, although substantial, are con- 
sistently neglected by their owners to a point where they violate mini- 
mum standards of health and safety. 

Now surely if we are going to ask an agency of the Federal Govern- 
ment to insure a mortgage that could go up to 30 years in that area, 
and we are going to encourage mortgage lenders to service that mort- 
gage, and we are going to encourage private citizens to borrow money 
for that term, I think we would all agree that whatever is wrong with 
that neighborhood ought to be cured. 

Now Section 220 broadly speaking is simply a process to bring about 
a cure for the bad environment while the private borrower and private 
lender are bringing about a cure for the deficient individual structure. 

Now in that sense I think strictly speaking there is no no-man’s-land 
in that there is no area that cannot be dealt with by either section 203 
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or by section 220, and to say that there might be an area that is not 
rock bottom, on the one hand, nor is it perfectly satisfactory, on the 
other hand—it is somewhere in between; it has neighborhood deficien- 
cies, but it doesn’t have the worst kind. Isn’t it still important, sir, 
that. whatever the neighborhoods deficiencies are in this middle type 
area that they be removed in order to make long-term financing really 
make sense from a prudent point of view ? 

Mr. Rarns. Would you yield to me there. 

We agree with what you are saying that there ought to be something 
to do it, but what Mr. O'Hara is ‘pointing out is something that I also 
agree with. First of all, before you can have any 220 rehabilitation 
at all under the act, it must be in an urban renewal area. 

Mr. Stewart. That is right. 

Mr. Rains. It seems to me that there ought to be some piece of legis- 
lation Ae eeu that would fill in the gap between title I and 290) 
because I do not see how you can operate 220 successfully on this fringe 
of a slum area with the slum still there. 

Mr. Strewarr. Mr. Rains, I believe that we have the legislation. 

Now something was said as to the delay in getting through a work- 
able program. Many of them have been gotten through with dis- 
patch, I think. Chicago already has its workable program approved, 
so that it would be no hurdle. 

Now then it is within the discretion of the city government to 
simply designate the boundaries of an area that it calls an urban 
renewal area, and as the Commissioner pointed out this morning, it 
is of no specified size. It can be any size that makes sense, however 
small or however large. 

Now all that they would have to do in addition to the hypothetical 
example we have here, the area whose only deficiency is an absence 
of code enforcement—it is simply a matter of directing the city’s 
code enforcement officers to go in there systematically and require 
the owners of those houses to do exactly the same thing the city of 
Chicago does in reference to the owners of deficient automobiles, 
that is require them to put them in shape where they will not hurt 
anybody. 

Mr. O’Hara. We have in Chicago code enforcement on a larger 
scale perhaps than we have ever had it before, but you cannot take 
any one district of Chicago and give it a privileged treatment. You 
cannot play favorites with the Hyde Park section and you are going 
to have to have neighborhoods, one area having two inspections a 
day or week, another area none. 

Mr. Srewarrt. It is being done all over. 

Mr. O'Hara. That isimpracticable. Mayor Daley in Chicago takes 
the position of equal treatment for all persons and all communities. 

Mr. Stewart. Sir, it is being done in many cities. I think the cities 
that have made some municipal history in enforcing this kind of 
health and safety regulation have, as a matter of fact, perforce found 
it necessary to do the work on a neighborhood-by-neighborhood basis, 
if they want to do an effective job. 

In Baltimore they speak of this or that pilot area, and I think you 
will find in cities like Cincinnati and like Louisville and Los Angeles 
and Kansas City, Mo., and others, the housing inspectors are set to 
work on particular neighborhoods, even particular blocks at a time. 
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In Newark they do it by blocks. They take a block at a time. They 

have gone through about 300 blocks, 1 by 1, in that very type of 
process. 

Mr. Rarns. The objective, we agree with; and 220 is a part of it, 

but I think title I and 220 and 203 cannot touch over 60 percent of 

the houses that are in the gray area today that could be saved, but 5 


years from today will be slums. 


I do not know that Iam right. But all we are trying to do is see to 
it that we have the tools available to do the job. 

Mr. Stewart, Is there interest then in an area that frankly is 
deficient, there is something wrong with it, but it is neither the best 
nor the worst type? Doesn’t it follow from that that whatever the 
tool is that should be perfected—and as I see it it may well be some- 
thing we should give a lot of study to—we need something like the 
urban renewal process that will guarantee to borrower and lender 
alike that neighborhood deficiencies will be removed. is the desire 
then to have something that will perform a similar function to that 
only be carried out as a separate program ? 

Mr. Rarns. I will say this: I think 203 could do it if you could 
remove the economic soundness idea from it, or I think 220 could do 
it if it could be liberalized a little bit. That is an offhand opinion of 
mine. 

I think it should be studied because we are losing the battle 
gradually. 

What we need to do is save the fringe in that area that is neither 
good nor bad but could be saved. I am wondering if we have the 
tools presently available in the light of the requirements and the re- 
strictions with which to do it. 

As I said a moment ago, we have no firm ideas on it, but we would 
appreciate any you can ‘suggest to us. 

Mr. O’Hara. I am reflecting the thinking of the real-estate men 
and the bankers in my own community. They have found that 220 
does not meet their requirements; 203 is better now since the terms 
have been liberalized, but it is not as yet adequate. 

The people I represent are sympathetic with the efforts of your 
group, and we are asking your cooperation in finding some new tool 
to meet our situation. 

Mr. O'Dea. I might say again here on 220, why I am so much im- 
pressed is that it brings the city in and makes the city make a commit- 
ment. 

When you talk about the blighted areas and the slum areas I still 
think you are talking about two different areas, because mainly in the 
bad slum areas you have the redevelopment to take care of that. 

So in the blighted areas where the city is doing nothing now, we will 
say, or not encouraged to do anything to raise the environment there, 
they must commit and block by block do that under 220. That is why 
I feel very strongly about 220. 

Mr. Rarns. It gets down to a question of priorities with that city. 
That is what troubles us. 

I agree with your statement that the city must move in and help 
upgrade it on whatever program you have it on, because if you just 
turn it loose, it is going to degenerate into slums. 

Gentlemen, we would like to go on, but it is time for beans. 
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We shall meet back at 2 o’clock. Thank you very much, all three of 
you. 

Mr. O’Dra. Thank you for your consideration, Mr. Chairman. 

Mr. Rarns. The committee stands in recess until 2 p. m. 

(Whereupon, at 12:30 p. m., the committee recessed until 2 p. m.) 


AFTERNOON SESSION 


Mr. Rains. The committee will please be in order. 

The next witness is Mr. Ben J. Staal, treasurer, Holland Furnace 
Co., Holland, Mich. 

Come around, Mr. Staal. Have a seat. I see you have a written 
statement. You may proceed to read it or in any manner you see fit. 


STATEMENT OF BEN T. STAAL, TREASURER, HOLLAND FURNACE CO. 


Mr. Sraau. Mr. Chairman, I am not going to belabor the committee 
with reading the statement. It is only two pages, relatively short, and 
I hope you will find it concise. So instead of reading the statement 
word for word, I would like to call your attention to a few points in it. 

The statement might indicate that it is longer than 2 pages, but the 
remaining 3 shorter pages are statistical data showing comparative 
finance rates. 

Mr. Rains. Your entire statement together with the attached sheets 
may go into the record, and you can proceed to summarize it as you see 
fit. 


(The statement follows:) 


STATEMENT OF BEN J. STAAL, TREASURER, HOLLAND FURNACE Co. 


Gentlemen, I am here today to testify in behalf of two separate organizations. 
First, I am here as treasurer of the Holland Furnace Co., operating 500 factory 
branches from coast to coast. We are doing better than $20 million annually in 
title I business, dealing directly with the homeowner. Since the inception of 
FHA, we have done close to $300 million. Second, I have been asked to testify 
in behalf of the National Warm Air Heating Association, which is comprised of 
approximately 125 manufacturers, 50 distributors, and more than 3,000 dealers. 

It is with this background of experience that I testify as to the benefits, advan- 
tages and necessities of FHA title I financing. Before going into certain revisions 
of title I, which we would recommend, I would like to review a few important 
facts pertaining to title I. 


IS FHA TITLE I NECESSARY ? 

My answer to this is an unqualified “Yes.”” Why? For these reasons: 

(a) It is available nationwide 

1. FHA financing reaches into most every community and hamlet in our 48 
States. 

2. In comparison, non-FHA plans are available only in limited areas, mostly 
larger cities. There are only 1,338 banks who have non-FHA financing plans. 
Compared to this there are over 7,000 financing institutions licensed to handle 
title I paper. Many of the non-FHA plans are merely standby in nature, with 
FHA financing still handling the bulk of the financing. These are facts which are 
true after 20 years of pioneering and leadership by FHA in home modernization. 
(b) Title I helps small business 


1. Thousands of banks are unable or unwilling to launch their own plan. They 
need title I to stay in home modernization financing. Many small banks need 
title I financing to tide them over local conditions of economic stress which can 
arise from time to time. 
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2. If you were to design legislation to militate against small banks and which 
would play into the hands of larger banks, you could do it no more effectively than 
through present restrictions, which should be removed. On the other hand, if you 
want to help thousands of banks in medium and smallér sized communities, the 
revisions which I will mention shortly should be adopted. 

(c) Savings to homeowners 

1. Please note attached chart showing comparative finance fees—FHA versus 
non-FHA. 

2. Eighty percent of all charts examined show higher rates prevail on non- 
FHA financing. None were lower. 

3. Please note comparative yields on page 3 of the chart. FHA financing costs 
$149.80 per $1,000 for 3 years. Non-FHA costs up to $247.40 per $1,000 for 3 
years. FHA financing has saved our American families millions of dollars in 
finance fees. 

4. Present FHA rates are also a definite stabilizing influence. How do you 
think millions of homeowners would be affected if FHA financing was no longer 
available and rates were determined without the benefit of this stabilizing 
influence? 

(d) Economic stability 

1. There is a tremendous emphasis in 1956 as the year to fix. FHA financing 
makes it possible to maintain a steady flow of repair and modernization of 
American homes. This has helped and is helping to raise the standards of 
American housing and is providing many jobs. 

2. It is a fact that some banks, and they are in the minority, have non-FHA 
financing plans. The big question is, What would those banks do if stormy eco- 
nomic weather should cause a sudden increase of large proportions in the num- 
ber of payment delinquencies? 

Non-FHA plans, which even today after 20 years, are in the minority, have 
been launched under the most favorable economic climate. It is anybody’s 
guess What would happen to them under severe economic weather just when 
they would be sorely needed. 

With this review of title I, its benefits, advantages, and necessities, we rec- 
ommend : 


(a) Make FHA title I permanent 

1. The previously stated reasons warrant such action at this time. Any re- 
visions of the regulations which may be found necessary can be made from time 
to time regardless of a permanent status for title I. 
(b) Eliminate 6 months occupancy clauge 

1. This clause has crippled the title I program. 

2. It has given big banks an unfair advantage over small banks who cannot 
operate except under title I. 

3. It has also forced many banks to initiate non-FHA plans, costing millions 
of homeowners more money due to higher finance rates. 

4. The 6 months’ occupancy clause discriminates against the new homeowner 
who wants and needs financing on additional items to complete his home. Fi 
nancing on those items is now available to him on non-FHA plans. 


(c) Raise maximum to $3,500 
(d) Increase payments—8 to 5 years 

1. These two revisions, if enacted, will be the first in that category since the 
inception of title I 20 years ago. It is high time that title I be brought up to 
date. The dollar value of various types of repairs and improvements has in- 
creased in much greater proportion than what is here recommended and these 
are the minimums that should be adopted. At this point I should bring out 
that the National Warm Air Heating Association recommends a minimum of 
at least $5,000 rather than $3,500. 

2. These last two items will help bring title I up to date. They will also 
ease the way for the American homeowner to repair, modernize, and otherwise 
improve his home. 

3. There are over 25 million homes in our country that are over 25 years 
old. With your help the above revisions to title I can do a better job of making 
it possible for these millions of American families to improve their living 
— as well as maintaining and creating many thousands of additional 
obs. 
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There are other revisions to title I which will no doubt be recommended to 
you. All of the Administration’s recommendations carry our endorsement. 
These, however, are of primary interest to my company, and to the National 
Warm Air Heating Association. 

Thank you. 


Nationwide finance fec comparisons, FHA rates versus non-FHA rates (actual 
finance fee charts in use by banks, etc., are enclosed) 





Finance fee (based 





| Finance fee (based “in eniee eee), 
on $1,000 loan) ancmdes Ue tp. 
| ’ : | surance and/or 
State and bank City health) 
36 oo. lat 60 


months | months | months | months 








SE a we eee Cae: (Pe see __.| $149.80 | $246. 96 








Non-FHA rates as follows: 

— Connecticut National | Bridgeport net 149. 84 290.60 | $190.88 $379. 40 

3ank. | | 

California: Bank of America__________- | San Francisco____- hte kal EL elie MASA. fA 

Indiana: | 

First Federal Savings & Loan__-__- | ND. i cet COE ae Cee pe ween 2 
Lincoln National Bank !_________- on eke pips ae 4 4 eeaereg 
Fort Wayne National Bank !______|____- | AERO 8 ye BS pe le, ge 
Kansas" Commercial National Bank__.| Kansas City. ___- nc fp CREE ES ES AA pe 
Marylaud: Baltimore Federal Savings | Baltimore________- 190. 00 "ae ree 
& Loan. 
Massachusetts: Springfield National | Springfield_______- kf Mt ae ste OER fai Rd tal” tee 
Bank, | | 
Missouri: 

EE EA ee ee Pe accel egianler cee | 213.92 353. 00 

Clayton Discount... __.._......--- do seecees a) 417. 80 
Nebraska: First National Bank__-__------- RR sidis ~ scidbins 180. 08 |_- : ye a : 

New Jersey: Franklin Trust Co__.........| Paterson. - ; 180. 00 299. 60 
New York: 

Chemung Canal Trust Co. Elmira pt ae . 180. 08 Pa ; i 

Gramatan Co. (skip payme nt it pla in)! groney ite z 209. 96 piteeb2. 

County Trust Co___- -_-| White Plains__- 180. 08 300. 20 

Bank of Commerce es ao any 180.08 | - ; : 

Franklin National Bank____-..._---- | New York City. ‘ slimbiteks 200. 96 343. 40 

Getty Sree Gero. cw ck lies is Rochester____-__- i te 3 | eee, eee 

; First National Bank. - -.......-.------ | Binghamton. - ---- wt wee Oat! (eer eee oe arenes: tram 
Ohio: | 

First Bancredit Corp.'- niinite ate t a las dee } Het gt te Se 

RE See ‘ aaa a ee 

First National Bank- LIE acl See loceees Re 

Do. win cwicin nee Gh a. SoG ‘ RN hos eats ei sulldxsicane 
Pennsylvania: 

Berks County Trust (summer plan)_--| Reading_ eh asin A ple 218.96 | — 

— Trust Corn Exchange (delayed | Philadelphia_ rast Gel iiss 239. 84 350. 00 

plan). 

City Bank & Trust Co 2 | Reading -__.-.--- 149. 80 |_--.--- SPLEEN 
Wisconsin: Marine National Exchange _ __-| Milwaukee.______- 154. 17 254. 17 Shc Ie etn Sgt a 
Rhode Island: 

Industrial National Bank---_--_____-_- | Providence tiie Astinsnaapibils deitasoese |, RRR OA tas. actus 

Rhode Island Hospital Trust Co-_-_____|.___- = ieee oi ;  * 3 eee 

Rhode Island Hospital Trust Co. |.....Do............|---....--. rane EAE 218.96 |_- od 

(delayed payment). | 
| Percent yield 








Comparative yields to financing institutions aa = eam 


| | | 
|36 months} Increase |60 months) Increase 








FHA Rate (constant ratio) (5 percent discount)_.......__- _ fy eee DOS BJ. 3s. 
Non-FHA rates (constant ratio): } | 
6 percent discount_--.- aes Bede: Dea eke 11.18 1.88 | 10.73 | 1. 68 
7 percent discount__-_-_- oe a 4 : } 13. 07 3.77 | 12. 61 3. 56 
DP ee ea shi oak. 5d fA ee dic 14. 97 5. 67 


14. 38 | 5. 33 


! Charts not available at the moment. Copies have been filed with the clerk of the Senate Banking and 
Currency Committee which are available for reference. 
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Mr. Staat. Thank you. 

I am here in a dual capacity, as Treasurer of the Holland Furnace 
Co., and we are in a unique position in the sense that we operate 500 
factory branches, and we do a tremendous title I business, close to 
$300 million dollars in the past 20 years; and also I represent the 
National Warm Air Association, comprising approximately 125 manu- 
factures, 50 distributors, and more than 3,000 dealers. 

On page 1 you will find a recapitulation of the benefits and the 
advantages and the necessity of title I. I won’t read it word for word. 

I would like to call your attention, however, to the captions. Un- 
der (a), that is the only financing plan that is available nationwide. 
Under (b), title I helps small business, and I have particular ref- 
erence to banks, small banks throughout the country. Under (c), 
savings to homeowners, here is where I would like to elaborate in 
connection with the chart that I have prepared, and the statistical 
figures that are available to the committee. 

The chart which you will find attached to this report and which is 
on the three pages in letterhead size covers actual finance charts ob- 
tained throughout the country from various banks and financial 
institutions. 

You will find that 80 percent of the rates in effect on these non-FHA 
plans are higher than the FHA rate, and that 20 percent are approxi- 
mately the equivalent, and in no case of the charts that we examined 
and which were made available to us were the rates any lower than 
the present existing FHA rate. 

I would like to have you refer to the last page of this chart in which 
we make a comparison of the yields available to lending institutions 
under these various rates. 

The FHA rate nets a yield of 9.3 percent. Compared to that, the 
non-FHA rates that we find are in use today and which have become 
increasingly prevalent in the last 2 or 3 years will run anywhere 
from 11.18 percent to a yield of as much at 14.97 percent. 

Mr. Ratns. That is those that do not utilize title I? 

Mr. Sraau. That is right. 

Now, these plans have been given considerable impetus in the last 
2 or 3 years, due to restrictive clauses which have forced the birth of 
these plans. For example, the 6 months’ occupancy clause has de- 
manded that banks, in order to finance business which has come to 
them, that they initiate their own plans. That is one example. 

There are presumably a number of lending institutions who feel 
that the present FHA rate is not adequate and as a consequence have 
installed their own plan at a rate of 6 percent or greater. 

Mr. Rarns. I am not criticizing whe generally, but any bank that 
won’t take 9.3 and wants more than that, the Congress can’t operate 
on such a situation. That is too high interest for us to put our O. K. 
onatall. We can’t keep on letting the interest rates go up and up and 
up on this type of loan. 

Mr. Staau. I agree with you, Mr. Chairman, and that is one of the 
reasons I am here. I believe as a manufacturer and in the triangle 
that involves the lender, the customer, the homeowner, and the dealer, 
that we can present probably the most objective viewpoint on the rate 
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question as to which is the most practical, which one will get the most 
support and which one is well, frankly, the most workable. 

Now, it is a fact that if you drop the present FHA rate, you will 
have no better implement at your command to further stifle the FHA 
program than to drop that rate and here is why: 

The type of financing plan that is made available to the homeowner 
is Cetermined by the lending institution, not by Congress, not by the 
manufacturer, but by the lending institution. 

Now, if the FHA rate is that unfavorable, that the lending institu- 
tion loses interest, then that FHA plan will not be used to any great 
extent, and I think that already today, with the higher cost of money, 
with the restrictions that have been placed on title No. 1, that you find 
that. this is already operative. You find that non-FHA plans are 
coming stronger to the fore, and you may say, “Well, why is industry 
perturbed or interested ¢” 

The fact of the matter is that we feel that FHA rates are a stabiliz- 
ing influence and that they can only be stabilizing influence as long as 
they are a definite factor in the field, but they are rapidly becoming less 
so, and we have no reasonable assurance as to what the financing rates 
might be if the FHA rate was not present as a stabilizing influence. 

ut it is a fact when you come back to these yields, that the present 
FHA rate yield is 9.3 percent. Most of the non-FHA rates that are in 
effect have a yield of 11.18. 

Now, actually, it is 11.18 compared to 9.3 less 0.65, less a certain cost 
of writing business under FHA due to restrictions or regulations, or 
a certain possible policing that has to be done. It can very well be esti- 
mated that the actual yield under FHA is closer to 814 percent as 
against 11.18 under the 6 percent plan. 

Now, again I come back to this, Mr. Chairman: 

The type of plan that is made available to the homeowner is not 
determined in the final analysis by our Government or by industry, 
but it is by the lending institution which makes the funds available, 
and if the disparity between the FHA rate and the non-FHA rate 
that they can work out on their own program, if that disparity is too 
great, all it means is that FHA financing plan will become less avail- 
able to the American homeowner. 

Mr. Rats. Well, of course, that argument carried to finality would 
not work. 

Now, 9.5 interest is a good loan any time, especially where it is 
guaranteed. So I am willing to go along with your ideas about the 
need for it being a reasonable rate, but I don’t think the Congress will 
even think about going to a higher amount. 

Mr. Staav. I am trying to take the practical approach. Iam nota 
financier. 

Mr. Rains. You will forgive me if I also take the practical ap- 
proach from the other side, because from this angle we can’t pass 
a bill in this Congress that would increase this rate. There is con- 
tinual disfavor for it. 

Mr. Sraau. I hope I haven't misunderstood. It is not my thought 
that the rate should be increased. My thought is simply this: The 
rate should not be decreased. Now, if there is a feeling that the 
rate should be decreased on the larger amounts, there could be some 
merit, say, to a 4-percent rate over $2,500. 
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Mr. Rarns. Well, I think that is the only feeling. 

Mr. Sraau. But if that rate is decreased over $2,500, it is just as 
logical that the rate be increased to 6 percent under $1,000. 

I take this position: If you diminish the return which has been 
considered necessary and which has been considered adequate for 
the past 20 years, and the rate has remained unchanged for that period, 
if you consider that a good rate, then any change at the top level 
should also bring about a change at the lower amount and then, 
of course you get into the question of whether you are making the 
thing too complicated. But be that as it may, any reduction such as 
I understand is one of the things that may be contemplated, of 
4-percent rate over $1,000, I would be less than fair or less than honest 
if I didn’t say that this will automatically give forced growth to 
non-FHA plans, and the American homeowner can only finance under 
the plans that are made avaiable to him by the lending institutions. 

I might say this, too, Mr. Chairman: In connection with the 6 
months* occupancy clause, that is another item by which the normal 
operation of title I has been restricted. It has given additional 
impetus to non-FHA plans and once you give impetus to a non-FHA 
plan, then that plan must be made self- sust: uining. Then it must be 
pushed, even at the risk of a higher rate to the American homeowner. 

Mr. Rarns. Well, you, of course, realize the occasion of that being 
put into the act. 

Mr. Sraau. Yes, I do. 

Mr. Rarns. Actually, title I was being used as a supplement to an 
FHA commitment. The week after the man got his new house, 
he would start redoing it under title I. That is what we put that in 
for. I believe we changed that in the disaster areas, and you may 
have something that needs to be changed in the other. 

Mr. Sraau. I understand the intentions were excellent, and it was 
overdue. The question of course again is whether you can police 
effectively through regulatory measures which are aimed to take 
care of those who have abused and presumed are in the minority. 

One other thought that I would like to leave in connection with 
the recommendations, I think you are quite familiar with the Ad- 
ministration’s position. That is the question of permanency for 
title I. If the opinion of the committee is that there could be an ex- 
tension of 5 or 10 years, that would be perfectly acceptable to our 
group. The point is what we are trying to avoid is this 1-year ex- 
tension arrangement or as has happened in the past period in which 
there is no title I existent and did happen a number of years ago. 
And if a minimum 5-year extension with a review a year prior to 
expiration of the act were decided upon, that would be perfectly 
ace eptable._ 

Mr. Ratns. You realize that these programs should have to have 
some snnblanites: and I am one who favors that. But the Congress is 
extremely cautious about continuing any act beyond a Congress. 

Mr. Staan. Well, I am not conversant enough with the limitations 
in that respect, but LT would say this: What we should try to avoid is 
what I feel has been an evidence of a lack of confidence which has 
permeated through the lending institutions, and through the dealers 
to the point where there has been a grave doubt many times as to 
whether title I was going to be continued. 
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Now, certainly lending institutions, industry cannot engage in any 
reasonable long-range planning when title I is left dangling and 
is made operative for as little as 1 year at a time. 

Mr. Ratns. Well, I agree with you that 1 year at a time is much 
too short and there ought to be some continuity. How much, I don’t 
know. I see you recommend 3 to 5 years. You recommend also 
raising the maximum to $3,500. 

Mr. Sraat. Yes, Mr. Chairman, except that the National Warm 
Air Association recommends $5,000. 

Now, I would like to give a quick opinion with respect to the ques- 
tion of second mortgage financing, particularly on amounts, say, from 
$3,500 to $5,000 or higher. 

It has been our experience from a practical standpoint that on 
open-end mortgages, as an example, in theory they are fine, but they 
just are not conducive to day-to-day operation. It involves too much 
redtape, if you want to call it that. It means bringing too many 
people together. It is not among dealer organizations considered a 
merchandisable plan. 

Mr. Rains. I was thinking if you were to raise it from $1,000 to 
$5,000, at 9.3, it would be more than the payments on a $10,000 FHA 
house. Wouldn’t those figures be too high ? 

Mr. Sraau. I would like to pass that ball to men who follow, who 
are in the financing business. I will be frank with you that I am not 
conversant with that. 

Mr. Rarns. I think it is unreasonably high on $5,000. That is my 
point. 

Mr. Sraau. I think Mr. Heitmann, of Northwest National Bank, can 
better answer that. 

Mr. Rarns. All right. 

You also recommend the elimination of the 6 month’s occupancy 
clause. It seems there is good reason for consideration of that. 

Mr. Sraau. The reasons I quote I would like to refer to you. I 
think they all hold water and are factual. 

Mr. Ratns. I asked some witnesses this morning some questions 
about a second mortgage proposal on FHA, similar to 508 of the VA 
program. 

Do you think that would work under title I? 

Mr. Sraau. I would like to answer that in the one way I am qualified: 
If it involves the same amount of legwork and getting of parties 
together which the open end mortgage did, from a merchandising 
standpoint I don’t believe it will be used to a great extent any more 
than the open end mortgage is used. I think if you want something 
that is practical, something that can be made to operate, something 
that can accrue to the benefit of the homeowners, then why not take 
the $2,500 ceiling which was considered adequate in 1934 when Ford 
automobiles cost a lot less than they do today, and raise that ceiling 
to $5,000, which from a standpoint of ratios is just as justifiable as 
$2,500 was in 1934. 

Mr. Rains. Well, Mr. Staal, I don’t see that we are too far apart, 
except ray on the interest proposition and on the $5,000 amount. 
I would like to see it go up to that. I was struck, as anyone will be, 
to look at the FHA statistics, which indicate that nearly 95 percent 
of FHA title I loans are under $1,500. Since that is true, and that is 
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where it is now, with a $2,500 limitation, 95 percent of them are under 
$1,500. If that i is true, don’t you think that it shows title I not to be 
the answer to a major rehabilitation job on a house ? 

Mr. Sraau. Not necessarily. I don’t think we have had too much 
emphasis on major rehabilit: ation. 

Mr. 7 atns. That is what I am talking about. 

Mr. Sraat. We have operation home improvement this year, but 
as far as major rehabilitation on an wee idual homeowner basis we 
haven’t had too much emphasis on that, I don’t believe. 

Mr. Rarns. Well, Mr. Staal, the point I am trying to make, I don’t 
take the attitude some people do that we have all of the answers in 
legislation that we need, and I am not willing just to sit down on 
what we have and say that is it because it suits certain people. I 
think the Congress would like to feel that title I does some job other 
than just helps you, for instance, sell furnaces, or the other men to 
sell bathtubs. I think we would like to feel that it is helping a man 
to not only repair that house, put a shingle back on it, but, if his family 
demands it, that he change it, that he put another room on it, and so 
forth. 

Now, since it is being used in such small amounts under $1,500, 
95 percent, that points up to me the fact that it is not doing anything 
except selling a bathtub or a heater or putting a roof bac k on. 

Mr. Sraav. I think your point is well taken, but could it be possible 
that the $2,500 ceiling is just in that in-between stage that you cannot 
make much of an addition to a house for $2,500 tod: uy ? 

Mr. Ratns. That is way I am thinking that we might increase the 
amount even beyond your $5,000, but if we did that, we would have to 
make some other arrangement ‘about the size of the monthly pay- 
ment, and the result would be that we could not go along with the 
same higher interest rate on a much bigger loan. So I just wondered 
about your viewpoint, if you thought we should expand it into a real 
program of home rehabilitation or keep it simply as a small repair 
progr ip. 

Mr. Staau. Let’s expand it, and let’s make the ceiling $5,000 instead 
of $2,500, and then let’s make provisions beyond the $ 5,000 for mi jor 
rehabilitation. Five thousand dollars would cert: eres be proper and 
fitting in relation to the original $2,500 amount of 195 3 

As far as revising the program as such, then let’s go beyond the 

$5,000 and set up some kind of secondary mortgage program or what- 
ever may be devised to take care of amounts beyond that. 

Mr. Rarns. You would agree with me, then, that if we are going 
to make it a major factor in home rehabilitation we must increase the 
amount you will have to provide some kind of more reasonable monthly 
payment than would accrue on a short-term high-interest loan. 

Mr. Staau. That is absolutely right. 

Mr. Rarns. That is the way I feel about it, and I think you hit the 
nail on the head. It will take a considerable amount of work on it, 
and I don’t know that all people are in agreement, but some time or 
other I sone like to see it in that field. 

Mr. Sraau. I would like to make this statement, and then I think 
T will leave i in deference to the men who are following me, and that 
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is in my appearance [ have tried to present my testimony in the light 
of practical experience in our business and among the association. 

Mr. Ratns. You have made a very good statement. 

Mr. Sraau. Thank you. 

Mr. Ratns. I appreciate your coming before the committee. 

Mr. Staau. I might also say, Mr. Chairman, that I have the finance 
charts that I will leave with your clerk in substantiation of the 
recapitulation. 

Mr. Rains. We will appreciate that. 

Thank you very much. 

(The following letter was later submitted by Mr. Staal :) 


HOLLAND FURNACE Co., 
Holland, Mich., April 17, 1956. 
Re revisions to FHA title I 
Hon. WM. A. BARRET?, 
House Banking and Currency Committee, 
The House of Representatives, Washington, D. C. 

Dear Str: Yesterday I had the privilege of appearing before your committee. 
My prepared statement is on record with your office. 

No doubt you are familiar with the recommendations of the Administration, 
so I will not burden you by repeating them. The two organizations I represent 
highly favor these recommendations. 

Our company operates nationwide, with over 500 factory branches stretching 
from coast to coast. Our annual volume of title I business exceeds $20 million. 
We have written close to $300 million since the inception of title I. In testifying 
yesterday I also represented the National Warm Air Heating Association, which 
is comprised of approximately 125 manufacturers, 50 distributors, and more 
than 3,000 dealers. 

I would like to reemphasize two items which came up for discussion yesterday 
in my appearance before your Committee. One, I submitted a chart showing 
comparable finance fee charges on non-FHA financing plans. Four out of five, 
or 80 percent, ran higher than FHA rates and none of them are less. 

T understand that your committee has before it a proposal to reduce the FHA 
rates to 4 percent on loans over $1,000. As I testified yesterday, this could very 
effectively “bury” the FHA program. Banks throughout the country, even now 
on their owns plans, insist on rates of 6 percent or more. It is highly unlikely, 
therefore, that they would make available to the American homeowner, or shall 
we say it is likely that they would push their own plan exclusively on loans of 
$1,000 or more. Under this arrangement they would then enjoy a 50 percent 
higher rate (6 percent instead of 4 percent). Our contention is that the present 
rate is a minimum, except possibly on amounts over $2,500. 

There is also considerable merit to raising the maximum amount to $5,000 
instead of $3,500. This will permit title I financing which presently is not 
available, particularly with reference to rehabilitation, additional rooms, etc. 
Rates on loans in excess of $2,500 could and should probably be less than the 
present FHA rate. 

Thanking you for your kind personal attention and consideration to these 
matters, I am 

Yours very truly, 
B. J. STAAL, T'reasurer. 

Mr. Rains. The next two witnesses appearing together are Mr. Fred 
Heitmann, Jr., vice president, Northwest National Bank of Chicago, 
and Mr. George P. Spiczak, vice president, Home Savings & Loan 
Association. 

We are delighted to have you gentlemen. You may proceed as you 
desire. 

Do you have a written statement ? 
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STATEMENT OF FRED HEITMANN, JR., VICE PRESIDENT, NORTH- 
WEST NATIONAL BANK, CHICAGO, ILL., ACCOMPANIED BY GEORGE 
P. SPICZAK, VICE PRESIDENT, HOME SAVINGS & LOAN ASSOCIA- 
TION 


Mr. Herrmann. Yes. By way of introduction, Mr. Spiczak and I 
had the opportunity of coming down here 2 years ago at the height 
of the so-called FHA investigation. The bankers in Chicago felt that 
all of the publicity wasn’t necessarily true and we had the pleasant 
experience of talking with many of you gentlemen in your office and 
your committee we talked with Mr. Fink and Mr. Hallohan at the 
time. 

In retrospect, I think we learned as much as we told. We found as 
. result of an hour or two spent in an executive session with the Senate 
Committee that we were able to reverse some proposals which at that 
time would have killed title 1. I would like to cover the high spots in 
my statement, and feel free to interrupt me at any time. I feel that 
I can speak as a grass-roots banker. 

In 1941, our bank had its inception. Not so long ago we were listed 
as the third fastest growing bank in the Nation. Thus, I can reflect 
aS a mortgage man, as a title I lender, and as a director of a bank and 
I think I can see the whole picture. To further make sure that my 
views are representative I asked the banks in the Chicago area to write 
me letters on what they thought about title change, title I, the changes 
we proposed in the rate situation. 

I have over forty-some letters with me which I will be happy to 
place in the record for the perusal of your committee and your staff, 

Mr. Rays. Just turn them over toa member of the staff and we will 
look them over. They might be cumulative. Some of them we can 
put in the records. 

Mr. Herrmann. I will have them photostated and drop them off 
tomorrow. Just briefly, I think we can agree on the value of the FHA 
program. Last spring the FHA Advisory Committee made up of 
gentlemen in the banking business, Mr. Spiczak, a savings and loan 
member, and a group of industr vy men such as Sears Roebuck, Celotex 
people, plumbing people, legal people, we met here for 2 days, and 
the recommendations that we are presently suggesting as to the changes 
inthe FHA are briefly as follows: 

Mr. Rats. All right. 

Mr. Herrmann. Eliminate the 6-month requirement. Many people 
in the Chicago area buying a home find that home without screens and 
storm windows. 

I think if you put a 60-day limitation in it as Mr. O'Hara proposed 
Jast year, it might be in order, but not being able to finance those people 
under title I they find it necessary to go out into another finance field 
to get such loans. 

Mr. Rains. I think there is a lot of merit to what you say there. 

Mr. Herrmann. There is no point in putting them into a higher 
interest bracket. Secondly, if we can’t place title I on a permanent 
basis as are the other FHA programs, at least give some continuity 
to the program so that it won’t be up for discussion each and every 
vear. It ismy understanding that FHA title IT and the other sections 
of the FHA Act are on a continuing basis. 
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Mr. Rarns. Title I] for practical purposes actually expires every 
year under the present setup as well as title 1 because it doesn’t have 
any money to operate on unless we give it to it year by year. I am 
one who thinks there should be a continuing operation. 

So I don’t believe you will ever get a fully permanent program. 
You may get 2, 3, or 5 years at the most. So I think you better con- 
fine your hopes to some kind of a longer program than 1-year extension 
but I doubt if we are going to be able to write it in in a permanent 
situation. 

Mr. Herrmann. Well, on a 1-year basis it is difficult to plan our 
programs, it must be difficult to the FHA, and personnelwise, it must 
be difficult for someone contemplating a career in the FHA service. 

Mr. Rarns. There is no question, that is right. 

Mr. Herrmann. We ask that you increase the limitation on single 
family residences from $2,500 to $3,500. I think you are cognizant 
of the reason for that. You simply can’t remodel a house, put a bath- 
room and a room on it for $2,500 in the Chicago market. 

I think if Mr. O’Hara were here he would certainly second that. 
So that we might make some attempt at helping the major remodeling 
on multiple dwellings, we are asking that at least insofar as the title I 
program is concerned, that you increase the amounts on multiple 
dwellings up to the new limit of $15,000. I think that covers the 
proposals we made. Now, the savings and mortgage division of the 
American Bankers Association on March 8 approved for the most part 
the changes I have just outlined, the elimination of the 6 months, the 
increase from $2,500 to $3,500 and the increase from $10,000 to $15,000 
on multiple dwellings. I was also interested after the ABA Savings 
and Mortgage Association had approved these points what the banks 
in the Chicago area felt about it, and so as I mentioned before I have 
the letters with me and briefly for the most part they concur with 
the recommendations that I have just outlined. 

Now, in view of the fact that the carrying or interest charge on title 
I loans may well be the determining factor in the successful continua- 
tion of this program or its failure, I should like to comment on that 
portion of your bill which proposes that the interest rate on title I 
loans over $1,000 be reduced from 5 percent discount to 4 percent 
discount. 

The present maximum rate on title I loans has been fixed since the 
inception of the act in 1934. Beginning in 1939, the lender was re- 
quired to pay an insurance premium, first 75 cents per $100 per year, 
and then in 1954, with the coinsurance clause, one of the things we 
suggested, in 1954 with this 10 percent coinsurance clause the premium 
rate was changed to 65 cents. 

Under these circumstances, the yield was reduced by 114 percent, 
because in addition to the premium required, the lender is required 
to take a 10-percent loss on each claim filed. No increase in the 
interest rate was provided to cover this extra cost nor did we ask one. 
All public discussion of title I fails to mention that the premium is 
paid by the lenders, the 10-percent coinsurance clause if a loss is 
suffered by the lenders, and title I does not offer us a 100-percent 
guarantee against losses. 

At the most, we have about a 10- to 15-percent blanket insurance 
protection. It is generally recollected that salaries which are the 
major costs in handling installment credit transactions have increased 
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nearly three times as have all of the expenses of operating lending 
business. Regarding the cost of money, the money market rates 
published by the Federal Reserve Board indicate that the prime com- 
mercial rate was .88 in 1934, 14 percent in 1946, 3 percent in 1951, 
’1% percent in 1955, and as you know, it is 334 percent today. 

Having been active in the mortgage field, let me see if I can point 
out the difference in costs when making a mortgage and making a 
title I loan. 

Today, you would make a title I loan for $20,000 for 20 years. There 
is usually a 1 percent charge for making the loan, so a good bit of the 
expenses are received before the loan is even put on the books. 

That loan is then filed and requires no subsequent follow up, on 
collection effort, and very little expense from that point on. 

In preparing the cost analysis for our own institution, we arrived 
at the following breakdown for a 12-month $350 loan. This does not 
include the cost of money, income taxes, or loss reserves. It costs us 
$18.57 to put that loan on the books and collect 12 percent. 

Under FHA title I, our return would be $15, obviously a loss. It 
would seem reasonable for permissible selling rates on the lower loans 
to be increased on the smaller transactions, either by an increase in 
the basic rate, a further reduction in insurance premiums, or pro- 
vision for payment of the insurance premium by the borrower. I do 
believe it timely to expose the fallacy that open end mortgage financ- 
ing offers a cheaper road for the average repair or improvement job. 
Here is an example under FHA title II that illustrates the point. 
Without going into the figures, it turns out that there is a total cost 
to the borrower, of around $571 on refinancing his home improvement 
whereas, under FHA it would cost $179. 

Obviously, he would be more comfortable with that smaller payment. 
It may be well to point out that while open end mortgage financing does 
permit low monthly payments, the privilege is extremely expensive. 
Also, the procedure is bound with red tape, requires time consuming 
visits to the mortgagee’s office, and most important, puts off the day of 
debt-free ownership. The interest charges on title I loans are generally 
less than is charged by lenders under non-FHA programs. I passed up 
to your desk a photostate of a bulletin that the ABA published. 

It is titled “Noninsured Property Improvement Loans.” It was 
sent to the banks by the installment credit commission of the Ameri- 
can Bankers Association in August 1954. 

I quote: 

In an attempt to familiarize the commercial banks with what is presently 
being offered by banks in this field, the following is a composite result of our 
recent study. Charges on noninsured modernization contracts purchased from 
dealers in areas where the maximum FHA charge is used vary, and in general, 
run from $6 to $7 per $100, with the higher rate being more commonly used. 

In most cases, the higher rates being charged on non-FHA loans 
is not due to a desire on the part of the lenders to enrich themselves, 
but with the present tax structure it is difficult for a bank to set up 
adequate loss reserves on rates comparable to FHA. There are some 
lenders, however, who, for competitive reasons, would like to see the 
FHA either discontinued or changed so that their own plan of longer 
terms carrying higher rates will capture the business. | 

I believe a comprehensive study of the matter on a nationwide scale 
will establish that a majority of the banks making FHA title I loans 
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are willing to pay an insurance charge under the FHA program for 
the same reason that they do on their deposits insured under the FDIC, 
so that they can offer an economical financing plan to the public, and 
at the same time have the reserves for losses that the FHA insurance 
program offers them. 

For our protection my own bank has paid the FHA approximately 
nine times the amount we have received in claims filed. Now, in 
discussing interest rates such as you did this morning regarding auto- 
mobile loans I would like to point something out, and it is not in 
criticism of credit unions, but I got a copy of the Credit Union Act, 
the Federal Credit Union Act, and I looked at their rate of interest, 
which is 1 erage a month on the unpaid balance on a delinquent 
basis, and I took, for example, a $1,200 loan, and I found that on 
that $1,200 loan for 12 months the cost under the credit union for- 
mula was $78. 

Under the FHA formula that cost is $60. This is consumer credit 
financing. 

Also, on that. credit union loan, over $400, it would be required that 
it be secured. Now, please don’t interpret this as any criticism of the 
credit union picture. I am trying to get a comparison of rates. 

Mr. Rarns. I think I should say that I am one of those who doesn’t 
agree with that idea. And I think the credit unions ought to have a 
little more Federal control and regulation as evidenced by : a bunch of 
bills I have introduced here in the C ongress. 

Mr. Herrmann. They are also tax free. 

Mr. Rains. I am aware of that. 

Mr. Herrmann. You cited this morning automobile loans as a com- 
parison to FHA title I rates. Well, 7 years ago my bank inaugurated 
a& program with the State Farm Insurance Co., in which we intro- 
duced a form of automobile-financing program which hitherto had 
not been offered as far as automobile financing. 

This plan is now being used all over the country. Obviously it must 
have a rate attractiveness or it would not be so popular but on an 
automobile loan you have an average loan today of around $2,000. So 
you are not dealing with a three or four hundred dollar loan. Sec- 
ondly, you have a chattel mortgage on something in the event the loan 
goes bs id, the unit can be repossessed and sold and your loan canceled 
and the difference given to the borrower. 

I think you have a different type of situation. 

Mr. Rains. Mr. Heitmann, I agree with that, that it is a different 
operation, but it is difficult for me to understand why I can finance 
my automobile at one rate of interest and yet if I go to put a new 
bathroom in my house and that automobile loan is not guaranteed for 
the bank at all, why I can finance that automobile at a lower rate than 
I can finance my house, that doesn’t make sense to me. 

Mr. Herrmann. In Washington you can finance at a lower rate, but 
around the countr y for the most part the rate on automobile financing 
is 5, 6, 7, or 8 percent. This is an unusual market for automobile 
financing. 

Mr. Rarns. I don’t finance mine here. I am speaking about Ala- 
bama. It seems to me general, and that is why I spotted that question 
to the bankers. We wanted to know why you can do it on automobiles, 
and you say it can’t be done on a guaranteed loan for homes. If there 
is any good answer for it, I would like to have it. 
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Mr. Herrmann. Well, sir, one of the reasons that our average loan 
is around $2,000, banks and savings and loans today are definitely tak- 
ing a loss on loans of $300 or $400. They are making it up on the 
larger loans. In our bank we finance automobiles, and have at $4 a 
hundred, but our average loan is around $1,800, a big difference when 
you add up the cost in the cost of your money. 

Mr. Ratrns. As I cited statistics of FHA here awhile ago, the title I 
loans, 95 percent of them are under $1,500, does that mean by your 
statement if we increased the amount of this to $3,500 or $5,000 there 
would be a reason for reducing the amount of interest on the figures 
over a certain figure, say $1,500. 

Mr. Herrmann. Well, part of my responsibility here is to repre- 
sent the thinking of a good number of bankers as well as my own, and 
I would say that your principal break-off point of $2,500 seems to be 
a rather reasonable compromise on this matter. 

It may be true that 95 percent of the loans are under $1,500. I doubt 
if that would be true in the Chicago area. I find a large portion of 
our paper, because we are actively engaged in the remodeling market, 
is over a thousand dollars, and well into $2,000 class financing. | 
would like to read just one letter off all of these letters that I have, 
and I won’t read the whole letter, I will just read a part of it. 

This is a letter addressed to me. 

While all of us realize that Congress is and should be working in the public 
interest, it is my feeling that this rate proposal is not realistic. Surely little has 
happened since the establishment of the FHA in 1934, that would indicate the 
logic of a move to bring about lower interest rates on this type of credit. Cer 
tainly salaries, overhead, income taxes, and just about everything else bears little 
resemblance to conditions that existed in 1984. And if the existing rate struc 
ture was reasonable at that time, it is much more so today. 

The proposed reduction in title I rates would probably result in making these 
loans less attractive to lenders in general and swing many of them over to the 
more lucrative field of noninsured property improvement loans. 

Gentlemen, we ask for a workable lending program. 

Mr. Rains. Mr. Heitmann, on page 3 of your statement, maybe I 
can’t figure very well, but I don’t understand your figures. You take 
$350, 12-month loan and I assume there are a good many of them. 

Mr. Herrmann. I am wrong on the $15. I am wrong by $2.50. I 
was thinking of a $300 Joan. I know my example cites a $350 loan. 

Mr. Ratns. I couldn’t understand all of these costs adding up to 
$18 and then the charge being $15, that would be self-evident that no 
banker would engage in that type of loan. 

Mr. Herrmann. The charge would be approximately $17.50. 

Mr. Rarns. Well, you would still be losing money. 

Do you make loans on which you lose money ? 

Mr. Herrmann. Yes, I think we could go through the cost sheets 
I have received from bankers throughout the country and they indi- 
cate on smaller loans they are losing money. 

Mr. Spriczak. Mr. Chairman, I might qualify that. 

There is a difference between making loans and buying loans, and 
the majority of business, possibly 97 or 98 percent of the business done 
under FHA title I is business that we ae from dealers, lumber- 
yards. We may have a good dealer who is averaging 7 or 8 or 9 
hundred dollars a deal, possibly more, but occasionally that dealer 
does have a loan of $100 for 12 months, $75 for 12 months, $125 for 12 
months, $200 for 36 months, and so on so that we are obligated to ac- 
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commodate that dealer on those smaller loans and those are the loans 
on which we lose money. 

Mr. Rains. Of course, you buy them from a dealer in a bundle so 
to speak. 

Mr. Spiczax. Well, they are bought as individual cases but we buy 
possible 20 to 30 loans a day or a week from a dealer, depending upon 
the dealer’s volume of business. Mr. Herrmann. I have a cost state- 
ment here from a banker in Tennessee. He indicates his cost on a 12- 
month loan is $18.17. 

Mr. Ratns. Well, of course, while I am just as insistent that you not 
get too much, I don’t want anything to do with a program that 
expects anybody in private enterprise to work at a loss, so I think 
we ought to get our figures together someplace here. If this program 
is costing you bankers money then I don’t think that it is doing the 
job it is “supposed to do. It is my information—I think the record 
will show—that nearly half the loans are less than $400, so if your 
figures are right here about the cost of doing business when the 
bankers of the country or the financing interests of the country are 
losing money on half of title I, would that be a true statement? 

Mr. Herrmann. It would depend on what average loan your insti- 
tution seeks. There is a tendency obviously on the small loans to try 
to avoid them. 

Here is a letter from a bank in California with $140. His cost on 
that. same loan was $1,808. I could go through a whole series of letters 
here. I just can’t find the right part of everyone’s letter here at 
the moment. 

Mr. Rains. That brings me to a point where I confess I don’t under- 
stand it. I have been of the opinion, and I still am, that nobody is 
in this business unless he is going to make money. If the great 
portion of your business is at a loss I don’t see how we can expect 
title I to be successful. 

Mr. Herrmann. The average in our bank is around $650. That is 
why we are concerned about this drop in the interest rate over $1,000 
to 4 percent, because we do a good bit of furnace financing, we do a 
good bit of remodeling, and in the Chicago area that runs well over 
$1,000. 

Mr. Rarns. Do you have any further statement, Mr. Spiczak? 

Mr. Spiczax. Mr. Chairman, members of the committee, I would 
like to read my statement into the record because I feel that it has 
some significant facts in it. 

Mr. Ratns. All right. 

Mr Sriczax. I appear before you as a member of the “operating 
home improvement” coordinating committee of the Chicago Associa- 
tion of Commerce and Industry, which committee endorses this state- 
ment, and as vice president of the Nation’s largest FHA title I home 
improvement loan lender among the savings and loan associations— 
Home Federal of Chicago. 

On January 16, 1956, I had the pleasure of participating as a panel 
member in the “kick-off” luncheon here in Washington, at which 
Albert M. Cole, Housing and Home Finance a ead Administrator, 
issued the declaration, “Home Improvement Yea 956.” 

Nearly 500 Government and industry leaders attended this OHI 
kick-off luncheon. Mr. Cole quoted from a letter in which President 
Eisenhower asked the Housing and Home Finance Agency to: “Join 
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with communities, the building and lending industries, and private 
citizens in a nationwide effort” toward the “renewal and restoration, 
on a national scale, of old—but still sound—dwellings.” 

Now, in connection with H. R. 10157, entitled “Housing Act of 
1956,” I understand this bill contains a provision that would limit 
the rate on FHA title I home improvement loans to 4 percent on the 
amount of a loan in excess of $1,000 instead of the present 5 percent 
applicable to loans up to $2,500, and 4 percent on loans over $2,500. 

Before giving you my reasons why the existing rate structure for 
FHA title I loans should not be reduced, I emphatically point out 
that if the final 1956 housing bill alters the FELA title I rate struc- 
ture by causing a reduction in existing rates, such as this provision 
would do, then we have come to the end of the line for the FHA 
title | program. 

I further point out and ask that the members of this subcommittee 
give very serious consideration to the fact that, any reduction in the 
existing FHA title I rate would create an additional expense of mil- 
lions of dollars to the homeowners of the Nation, who now use home 
improvement financing under FHA title I. 

Lenders generally would desert FHA title I in favor of home im- 
provement plans of their own. Such noninsured loan plans of lenders 
would be, and are now, at rates to the homeowners of 6, 7, and § percent 
discount, because lenders usually establish their own reserve for bad 
debt losses out of these increased charges. 

The existing rate of 5 percent under title I for those loans up to 
and including $2,500 and 4 percent on those loans in excess of $2,500 
was established in 1934. If these rates were equitable then, they 
should certainly be fair and equitable now. 

Loans under FHA title I should not be compared with those under 
FHA title II in any manner. Title IT covers a secured first mortgage 


— 


loan for amounts many times larger than a title I loan. ‘Title I is 
an unsecured property improvement loan for considerably smaller 
amounts than title Il. Title I is a short-term loan as compared with 
title II being a long term secured investment for the lender. 

The cost of processing and servicing a volume of FHA title I loans 
is many times the lender’s cost of handling an equal dollar amount of 
FHA title II loans. This was considered when the existing title I 
rate was established in 1934. The lender’s cost of processing has in- 
creased considerably since 1934 without any compensating increase 
in the title [ rate. 

It can readily be seen that any decrease in the title I rate now 
would cause most lenders to abandon the title I program in favor 
of their own non-FHA home improvement loan plans, at considerably 
higher cost for the use of money to the Nation’s homeowners. 

It is in the interests of the homeowners of the Nation who find 
it necessary to borrow money for needed repairs or improvements that 
I make this plea for reconsideration insofar as a reduction in the 
FHA title I rate structure by legislative measures is concerned. 

Aside from the question of rate, it is understood H. R. 10157 now 
provides for increasing the term and amount for FHA title I single- 
family home improvement loans from 36 months to 60 months, and 
from $2,500 to $3,500. 

It is recommended this legislative change be made to coincide with 
existing economic conditions. Again, the present limitations of 36 
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months and $2,500 were established in 1934. It is virtually impossible 
to accomplish a rehabilitation job on a single-family house for $2,500 
today as compared with 1934 costs and it is this type ‘of home-improve- 
ment work that is needed in the “fight blight” campaign. 

Simultaneously, with the increase in maximum loan amount to 
$3,500, the increase in term of repayment to 60 months will provide 
for a monthly payment the homeowner can live with, and there, I might 
digress from the statement, and point out that we have a 4-percent 
rate in existence now on those loans over $2,500 and I don’t believe that 
any lender would object to that remaining in effect so that a single 
family home loan in excess of $2,500 and up to $3,500 would carry that 
4-percent rate. 

Mr. Ratns. That is in excess of $2,500. 

Mr. Sprczak. That is right. It i is also recommended an increase be 
provided for on FHA title I class IB loans for improving structures 
housing 2 or more families from the present maximum of $10,000 to 
$15,000 with a 10-year term for repayment in place of the present 7- 
year term. This will be especially helpful in the urban-renewal pro- 
gram, as it offers a practical means of rehabilitating or modernizing 
the multiple-family dwellings. This type of loan is usually secured 
by a second mortgage, trust ‘deed, or junior lien against the property 
improved. 

It is also recommended to this committee that the existing 6-month 
occupancy provision, before a residential structure qualifies for an 
FHA title | improvement loan, be eliminated. 

This limitation was originally written into the law with the inten- 
tion of curbing the use of title I loans to assist in the financing of new 
construction. Another purpose of the move was to preclude over- 
burdening the new homeowner with installment debt. 

It is a fact that both types of abuses are now being fully controlled 
through the closer supervision being carried on by the Federal Hous- 
ing Administraiton over lending programs and dealer operations, and 
by the lenders 10 percent participation in losses. 

The effect of the restriction has been to deny the benefits of the 
title I program to the new home purchaser at a time when he needs it 
most. Now the new homeowner is required to wait 6 months before 
obtaining fences, garages, storm windows, and similar types of im- 
provements unless he has cash on hand. If not, he must use other 
plans of financing usually at much higher rates and offering little or 
no protection from dealer abuses such as FHA title I guards against. 

The existing 6-month occupancy requirement is the major factor in 
the tremendous decrease in the national total of FHA title I loan 
volume as evidenced by these figures : 


Number loan Dollar loan 
volume volume 
1953 y : i r eek ad 2, 243, 000 | $1, 334, 287, 000 
1954 ae “ . 7 = SS aan ; 1, 506, 000 890, 644, 000 
1955... = a eS S Ee Ts aa ee eS ae 1, 024, 000 645, 772, 000 





Mr. Rains. Those are convincing figures, Mr. Spiezak, but how do 
you know that is the reason, that 6-month requirement é 
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Mr. Sprozax. Well, I say the 6-month requirement was the major 
fac tor. 

Mr. Rarns. Do you find it true among your own borrowers 

Mr. Spriczax. Well, one of the largest contributing fac tors to title I 
volume is storm-window paper where a new homeowner purchased 
combination storm and screen windows. Insulation has been another 
item. Those items have been removed because of the 6-month occu- 
pancy provision and contribute largely to this decrease in volume. 

Mr. Ratns. You may go ahead. 

Mr. Spiczak. It is pointed out that the decrease of more than 50 
percent in FHA title I volume is largely attributed to the existing 
6-month occupancy clause and again is forcing the homeowners of 
the Nation into a higher rate non-FHA loan market, thereby burden- 
ing them with many hundreds of thousands of dollars in additional 
expense for the use of money they are borrowing on non-FHA loan 
plans at considerably higher rates. 

Mr. Ratns. Let me interrupt you there to ask you what percentage 
of these people who want to make loans during that first 6 months 
had their homes under an FHA loan. Some of them might be under 
conventional lending, and so forth; isn’t that right ? 

Mr. SpiczaK. I would say the better percentage of them would be 
under conventional loans. 

Mr. Ratns. I thought so, because ordinarily FHA would require 
these things, would they not, in the home ? 

Mr. Spiczak. FHA‘ title IL does not require that the homeowner 
have storm and screen windows. In the event storm and screen win- 
dows are furnished they are again of the wooden type, and since 
World War II the innovation in storm and screen windows has been 
the aluminum type window, which is easily removable and changed. 

Mr. Rains. Go ahead. 

Mr. Spiczak. The Administration and many sources of industry 
and finance have urgently recommended that FHA title I be placed 
on a permanent basis by eliminating the expiration date. It is under- 
stood H. R. 10157 only provides for a 2-year extension. 

From here on I am not going to read from my statement, because I 
sense the feeling of the committee in reference to the extension, and I 
believe that on that score we can skip over to page 7, paragraph 35. 

If it is deemed advisable to retain an expiration date, it is suggested 
that legislation provide for at least a 5-year extension, with the pro- 

vision that during the fourth year the question of continuing title I 
be taken up by Congress and further extension written into the hous- 
ing legislation 1 year prior to the actual expiration of the Title I Act 
<o that manufacturers, dealers, contractors, lenders, and others inter- 
ested in title I will know approximately 1 year before expiration of 
the current act what disposition can be expected, so their future plans 
can be adjusted accordingly. 

Mr. Chairman, it really doesn’t make any difference whether it is 
extended for 2 years, 3 years, 4 years, or 5 years, providing 1 year prior 
to the expiration date disposition of the act is made. 

[ just want to cite one instance: 

In 1949, October of 1949, title I expired. The lenders were operat- 
ing from that date until March 1 of 1950 before we knew whether or 
not we were going to have an FHA title I (a). 
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In the meantime under the various lending institutions policies set 
by their boards of directors, loans either had to be purchased under 
title I, not knowing whether they were going to be insured, or else 
the lender was just taking the risk upon himself. 

Mr. Rains. From where I sit I can remember all of those telegrams 
I got, so I don’t like that either. 

Mr. Sriczax. Mr. Chairman, that is the only thing we are interested 
in, eliminating the problem we have. 

Now, in summarizing this statement, the following legislative rec- 
ommendations are made: 

Leave the existing rates for FHA title I loans of 5 percent up to 
$2,500, and 4 percent on those loans over $2,500, as they are; 

Increase the maximum for class I-A loans from $2,500 to $3,500; 

Increase the term for repayment of class I-A loans from 36 months 
to 60 months, including private garage structures which are detached 
from the residential structure ; 

Increase the maximum amount for class I-B loans from $10,000 
to $15,000; 

Increase the maximum term for repayment of class I-B loans from 
7 years to 10 years; 

Eliminate entirely the 6-month occupancy provision which requires 
a new homeowner to occupy the property involved for at least 6 
months before a title I loan can be made, and I just want to point out 
again that the most important factor there is the present policing job 
being done by FHA as well as the lender’s 10-percent coinsurance 
factor involved here. And either place FHA title I on a permanent 
basis or provide for a review of the program in the housing bill 1 year 
prior to expiration of the current FHA Title I Act to avoid uncer- 
tainties to industry, lenders, and homeowners as experienced in the 

past. 

Mr. Herrmann. May I inject one thing, George ? 

It may be pointed out by someone th: it perhaps deliberalized terms 
would add to the inflationary picture. I would like to point out from 
a current American Bankers Association chart which shows all dur- 
ing last year, contrary to other types of loans, all during last year the 
new extensions of home improvement credit equaled the. repayment of 
old loans. There hasn’t been any inflation in the home improvement 
picture. We cannot say that for the automobile or other durable 
goods. 

Mr. Rarns. Right there I would like to insert in the record a state- 
ment that clears | up some of what we were talking about. The na- 
tional average for FHA title I loans in 1955, the national average was 
S578. 

Mr. Herrmann. That gets us into the black, sir. 

Mr. Ratns. There is not too much difference between your view- 
point and some of those of us who are giving a lot of thought to it. 
The interest rate naturally troubles us as it troubles you, but other- 
wise I was pleased to see that you view as I view the need for the 
necessity of expanding this program so that it becomes a larger 
program where we can do real rehabilitation with it. 
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Mr. Herrmann. It has great possibilities. I only wish you could 
see the many many letters here from banks all over the country ex- 
pressing themselves on this particular matter. 

Mr. Rains. Suppose you leave the letters that you want to with 
Mr. Fink. We will look them over and put some of them in the 
record in support of your statement. 

Mr. Herrmann. I shall get some photostated and you shall have 
them. 

Mr. Ratns. Any questions, Mr. Ashley ? 

It isa very good statement. 

Mr. Herrmann. I might say with a little bit of revision that sec- 
tion 203 of your act might be able to extend down to the gray area 
that the Congressman was talking about today. We are making 
loans currently under the title II program for remodeling, large loans, 
our bank so recommends, but the economic soundness of the approach, 
if that was altered somewhat, we might be able to take care of the 
Hyde Park district. 

Mr. Rarns. I think there is that possibility. 

I will say this, gentlemen: You know this study of housing is a 
continuing job, and this subcommittee would like to express here on 
the record as we have in so many cities our deep appreciation and 
gratification for the help we have reecived from bankers, mortgage 
men, everybody throughout American in trying to find the answers 
to a lot of these problems, and if you give it good thought, as I know 
you will, and I have some suggestion to make, this committee is 
always open to receive them. We might not agree with every one 
of them, but we certainly would like to have you present them. 

Thank you. 

Mr. Herrmann. We both learn. 

Mr. Ratns. Thank you very much. 

The next witness is Mr. John R. Doscher, executive director, Op- 
eration Home Improvement, New York. 

Come around, Mr. Doscher. Have a seat. 

I see you have a written statement. You may proceed to read it 
or present it in any manner you desire. 


STATEMENT OF JOHN R. DOSCHER, EXECUTIVE DIRECTOR, 
OPERATION HOME IMPROVEMENT 


Mr. Doscuer. Thank you, Mr. Chairman. 

I do have a statement which has been submitted to the members 
of your committee, together with all of the exhibits that I would 
like to show you. 

First I would like to express my appreciation for this opportunity 
to testify on the proposed changes in the title I laws regarding 
home improvement. I am a representative of the building and home 
equipment industries and the allied industries of service and instal- 
lation, including the savings and loan industry. These industries 
have joined together in a common effort to sell better living to Amer- 
ican families under the banner of Operation Home Improvement. 
[ am the executive director of this year-long effort. 
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In other testimony during this hearing, you will hear from experts 
in these industries. I am no expert, but rather am guided by the 
consensus of the title I joint advisory committee, which is made up 
of these experts. Thus, I would like to support in total the changes 
they recommended by unanimous decision on January 17, 1956: 

Place FHA title I on a permanent basis by eliminating the 
expiration date. 

2. Eliminate the requirement that a residential structure must be 
occupied at least 6 months before it qualifies for a title I home im- 
provement loan. 

Increase the maximum amount of loan for improvements to a 
single family home from $2,500 to $3,500, and increase the maximum 
repayment term for single family home improvement loans from 
36 months to 60 months. 

4. Increase the limitation on loans for improving structures housing 
2 or more families from the present maximum of $10,000 to $15,000 
and increase the maximum term for this type of loan from 7 years 
to 10 years. All of these changes in legislation will have a great 
effect on stimulating more people to improve their homes. In. par- 
ticular I would single out for my testimony, item No. 3, extending 
the limits from $2,500 to $3,500, and from 3 years to 5 years. 

In 1934, when these laws were enacted, our economy needed a 
sound stimulant. There was great potential in home-improvement 
work and a Government guar anty of the credit risk was created to 
encourage lending for home-improvement work. Other testimony by 
experts will attest to the soundness of this course. 

Today, despite our current, solidly based prosperity, our economy 
is no less in need of this same program of guaranties but on a real- 
istically adjusted basis. 

We have just come through a decade when home improvement has 
been largely ignored by the building industry because everyone has 
been busy on new construction. Now, however, because of a leveling- 
off in new residential construction with attendant keen price compe- 
tition, the industry is looking toward home-improvement work to 
keep busy. But from the standpoint of the health of our economy, 
it is not enough for this keystone industry to keep busy. It must 
begin now to expand to meet the demands of new residential construc- 
tion in the mid-1960’s. At this time, all factors point to a building 
boom bigger than anything we’ve ever known. If this industry does 
not expand in this interim period of economic plateau, the boom of the 
1960’s can exert serious inflationary pressures purely from shortage 
of labor and materials. 

Thus, today, home-improvement work takes on serious economic 
significance. Some economists estimate the potiential to be between 
eight to twelve billions of dollars annually over and above the current 
volume. 

Economic significance is one major factor in favor of the changes 
in title I as proposed. Sociological significance is no less important. 
The census studies show that 1 house in 10 is a slum, half of the re- 
maining 9 are in need of repair and improvement. The rest cer- 
tainly need to be maintained and among these are millions of two- 
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bedroom postwar homes that need to be expanded to meet the needs 
of larger families. 

The answer to why this situation exists lies, I believe, in the fact 
that the American people have been sold on everything else except 
improving their homes. Many other new and continually improved 
products and services are easier to buy, and easier to finance. 

Last year consumer credit extension increased by $6.1 billion. This 
is double the annual average dollar increase of earlier postwar years. 
Four billions of this increase went for new cars. But last year for 
the second consecutive year, consumer credit extension for home 
repair and improvement remained the same. 

Meantime, as Mr. Spiczak has pointed out, the use of title I guar- 
anties has been decreasing, but it has been exactly halved in the past 
3 years, from a high of $1,334 million, to $645 million. This means 
that many lending institutions are steadily making more uninsured 
loans oe many are lending greater amounts for longer periods of 
time than currently allowed under FHA title I. Many of these 
uninsured loans are being made at higher interest rates than title I 
provides. 

Obviously, this is not enough because the market has not increased 
for 2 years in the face of tremendous increases in other fields. 

This is a strong case for more realistic limits on the title I guaranties 
because the new limits will have the effect of setting the pace for more 
realistic lending. Just as it was a positive factor in the 1930’s so, too, 
can it be a positive factor today. The proposed changes would allow 
the homeowner to pay $27.89 less per month for a $2,500 loan, or $7 
less per month for a $3,500 loan than is now the case with present 
limits : $2,500 for 3 years, $79.85 per month ; $2,500 for 5 years, $51.96 
per month ; $3,500 for 5 years, $72.25 per month. 

We must face realistically the rate of obsolescence of our housing 
inventory. There are two great forces that exert negative pressures. 
One is the effect of the neighborhood on any given house. Forces are 
at work now on the neighborhood approach to housing conservation. 

The other great factor is that people have never been sold on the con- 
tinuing need to improve their homes. This is the province of Opera- 
tion Home Improvement. 

It is a year-long campaign sponsored by the Chamber of Commerce 
of the United States and by all elements of the building materials and 
home equipment industries, the service and installation industries, and 
the national associations in the field. 

The big but simple idea is that all interested in expanding the 
home-improvement market join forces both at the national and at the 
local level under one banner, the seal of Operation Home Improve- 
ment, to do two things: 

1. To interest more people in improving their homes. 

2. To help to make it easier for homeowners to buy materials and 
services. 

The seal is the symbol of this vast and diverse industry united. 
Manufacturers are using this seal in well over 100 million in national 
advertising this year. 
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This seal is also being used on the editorial pages of practically 
every national consumer magazine interested in this market: 


The American Home Household 
Better Homes and Gardens Look 
Business Week Mechanix I]lustrated 
Capper’s Farmer Nation’s Business 
Colliers Parents’ 
Family Handyman Popular Mechanics 
Farm Journal Popular Science 
Home Maintenance and Improve- Successful Farming 
ment Town Journal 
Home Modernizing Woman’s Home Companion 
House Beautiful Living for Young Homemakers 


House and Garden 


This editorial coverage of Operation Home Improvement is a most 
important factor in getting the idea that 1956 is the year to fix across 
to the American people. 

One in particular, and [ have a copy of this editorial in the material 
which has been submitted, currently devotes its editorial page to the 
proposed revisions in title I guarantees. Mechanix Illustrated tells 
its readers to “write your Congressman.” 

Another, Woman’s Home Companion, has produced a booklet on 
financing home improvement and tells its readers to watch for changes 
in the title I laws. And you gentlemen have this material in the 
file which I have given you. 

At the local level this seal is now being used by countless thousands 
of dealers, contractors, lenders, and retailers to tie into the campaign. 
The dollar volume of this local level advertising is estimated to exceed 
$100 million. 

Through the repetitious impact of this seal seen in editorial mate- 
rial and in hundreds of millions of dollars of national and local ad- 
vertising, people will be encouraged to improve their homes this year. 

Through the coordinating efforts of Operation Home Improvement, 
all elements of local industry are being urged to team up to make it 
easier for people to buy materials and services. OHI committees are 
already established in over 250 cities around America. I was down in 
Birmingham 2 weeks ago for the kickoff of the Operation Home Im- 
provement program there. Literally millions of display pieces are 
already in use, and a vast public-relations program is helping to imple- 
ment the program at the local level. 

This, most briefly, is the campaign mounted by industry to improve 
our housing inventory. It is amined at every nonslum house in 
America. Its greatest value will be in helping to stem the spread of 
housing blight. It has universal support and has spread all over 
America in only 10 weeks. It was launched January 16 with an 
official act by HHFA Administrator Albert M. Cole who declared 
1956 as home-improvement year. Never before has this entire build- 
ing, service, installation, and financing industry jointed together in 
any common effort. 

Crucial to the success of this unprecedented campaign is the avail- 
ability of credit. This is the way the American people like to buy 
major purchases, and this is particulary true and necessary with major 
home improvement projects. Extension of title I limits to $3,500 
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for 5 years will help insure the steady, healthy growth of the build- 
ing industry upon which our economy depends heavily. To quote 
the January 20 editorial on Operation Home Iniprovement in Collier’s, 
seen by 19,500,000 people: 

The campign ise based on a valid premise: That pride in one’s home and com- 
munity can be as infectious as slovenliness—and far more rewarding and eco- 
nomical, From any viewpoint—the welfare of the community or the self-interest 
of the homeowner—the program makes sense and deserves vigorous support. 

Mr. Rains. I have submitted herewith for your committee tear 
sheets of these national magazines showing how they are using this 
seal of Operation Home Improv ement to help drive home the idea, 
as the seal says in its slogan that 1956 is the year to fix. 

Mr. Ratns. We would be glad to have them. 

You are a very ee: — What is your job? 

Mr. Doscurer. My job, sir, is on the request of the building and 
lending industry to head is ae unprecedented campaign. ‘I was an 
assistant to the publisher of Life, working on special creative promo- 
tional projects. I recently did a movie for the United States Treasury 
Department Savings Bond Division, for example, and in my mind 
strictly from the sales promotion standpoint, and I do not expect to 
be an expert either in financing or the building industry. 

We have a major problem. In the whole of the 25 million homes 
in America, which will or will not be improved by the incentive of 
the individual homeowner, by the people of this industry to the 
families’ own pride. I do think it is that simple. 

his does not concern law-enforcement areas. It does include all 
of those homes in America that are worthy of being repaired and 
improved and which are basically in good neighborhoods. It does 
face, I believe realistically, despite the fact it is a year-long campaign, 
the problem of stopping blight both from the bottom on up by your 
slum elimination, but also from the top on down through the con- 
tagion of home improvement. 

I think we as a country of homeowners are disgraced by the fact 
that our housing inventory is in such bad shape. 

I think also that it is in bad shape simply because this industry 
never before joined together in a common effort to do a better job 
of selling and merchandising, which is the thing that made this 
country great, and I think that in Operation Home Improvement 
a have that kind of teamwork now like never before. 

I do believe it will be singularly successful, but particularly so if 
financing can be more re: ilistie, because I know full well that better 
than 70 percent of the major home improvement jobs about which 
we talk will be sold on time. 

Mr. Rains. There is no question but what the major problem for 
better homes in America clear across the board is a better availability 
of mortgage credit within the range that people can pay. This com- 
mittee shares your viewpoint on that, and while we don’t think it can 
be solved by advertising, we think it can be helped and people can be 
made aware of what can be done, what they themselves can do, and the 
things that their Government is try ing to help them do. 

I appreciate your statement very much. 


Mr. O’Hara. 
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Mr. O’Hara. Some weeks ago I inserted in the Congressional Rec- 
ord a statement by, I believe, the president of Sears, Roebuck com- 
mending your operation and setting forth the experience of Sears, 
Roebuck & Co. when it was tempted to move away from the area 
in which it was located and finally decided to remain and to save the 
neighborhood in the manner outlined by you. 

Mr. Doscurer. Thank you, Mr. O’Hara, for that comment. 

Sears, Roebuck is one major company that not only deals exten- 
sively in credit and knows it far better than I do, but they have also 
embraced as a public service two private enterprise campaigns in that 
field: One is “Action,” and the other is “Operation Home Improve- 
ment,” and we are honored to have on our board the general mer- 
chandising manager of Sears, Roebuck. 

Thank you, Mr. O'Hara. 

Thank you, Mr. Rains. 

Mr. Rarns. Thank you. 

The next witness is Mr. Carl A. Bimson, chairman of Installment 
Credit Commission, American Bankers Association, and president, 
Valley National Bank of Phoenix, Ariz. 

Come around, Mr. Bimson. 

Mr. Bromson. Thank you, Mr. Chairman. 

Mr. Rarns. I understand you do not have a prepared statement ? 

Mr. Bimson. No; I got a long-distance phone call Friday asking 
me to be here because the man who was to make this statement was not 
able to make it, and I understood the meeting was going to be of an 
informal nature, and I thought perhaps I could help by answering 
any questions with my knowledge on the subject of title I, and I did 
not prepare a statement formally. 

Mr. Rarns. You may have a seat and proceed as you see fit. We will 
ask you questions as you go along. 


STATEMENT OF CARL A. BIMSON, CHAIRMAN OF INSTALLMENT 
CREDIT COMMISSION, AMERICAN BANKERS ASSOCIATION ; PRESI- 
DENT, VALLEY NATIONAL BANK OF PHOENIX, ARIZ. 


Mr. Bramson. I might say that recently at the Installment Bankers 
Conference at St. Louis, I called a meeting of the Commission of the 
Installment Bank group of the American Bankers Association, and 
reviewed before this commission, which is made up of men from vari- 
ous sections of the United States, the proposals as to title I terms of 
loans, the increased amounts of these loans, and the permanency or 
nonpermanency of the extension of the program. 

The majority opinion of that group, and obviously time did not 
permit canvassing banks over the country generally because different 
banks in different areas have different approaches, or different prob- 
lems, but it was felt that title I should not be placed on a permanent 
basis. I think the consensus of feeling along that line was that it 
should be reviewed from time to time. The trend seemed to be toward 
improvement programs of the banks themselves, and although the 
dollar amount of modernization loans is about the same for the past 
3 years, the percentage has been increasing of loans made by banks 
under the loan programs, 
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There has been a lot said here today about the higher interest 
charges, but I think generally speaking most of these loans are made 
with some life-insurance coverage on the borrower which cancels out 
the unpaid balance of the loan in the event of death of the borrower 
before the loan obligation is completed. That, of course, would have 
the effect of reducing the net return to the bank into some nearer rela- 
tionship to the rate now charged by the Federal Housing Adminis- 
tration. 

There is also a likelihood that in some instances, at least, there have 
been some reserve or some payment back to the dealer originating 
that paper to reimburse him for acquisition costs, and to partially 
reserve against losses by banks. 

It is my personal feeling—I am not speaking now as a member of 
the Commission of the American Bankers Association—that 2 or 3 
factors are involved in the trend toward other bank plans than those 
of the insured program of the Government. The 6 months’ house 
occupancy I do not believe in my opinion, and what I have learned 
from other bankers, is in itself such an important factor other than 
that it is an irritating one. 

In instances of people who are buying homes, and moving into 
them, they want to make repairs or to modernize these homes, and they 
find that they are not eligible until they have lived in the home 6 
months, obviously they are not very happy about it. 

The dealers who originate loans in many instances are not happy 
about that phase and, of course, there is a trend toward the insurance 
of all types of installment credit at the present time, surveys that have 
been made in various parts of the United States, I think the last one 
that I read of was in Colorado, indicate that the majority of borrowers 
are getting to expect and desire some type of life insurance to cancel 
out loan obligations that they make so it will not be chargeable against 
their estate, and that is a selling point, I am sure, in connection with 
this other type of loan. 

Mr. Rains. You are talking now about the noninsured loan? 

Mr. Bimson. That is right. 

Mr. Rarns. While you are there let me ask you another question. 

Mr. Brason. Certainly. 

Mr. Rains. I have before me some kind of an information sheet 
which I am sure is correct, and it quotes figures from the American 
Bankers Association showing some rather odd figures. It has to do 
with collections, loans 30 to 89 days late. As of December 31, 1955, 
under title I it was 1.616, those are the ones who were late 30 to 89 
days. Then on down at September : 30, 1955, it was 1.521. 

The thing that interests me is under the conventional plan without 
any title I insurance, the collections were much better. As of Decem- 
ber 31, 1955, under the conventional lending nontitle I guaranteed, it 
was 1.078, and for September 30, 1955, it was .928, as against 1.521 
of the title I. 

Now, that means only one thing to me, and that is that the bankers 
are putting the good loans over in their noninsured file, and are 
giving the Government the rough edges; is that right, or not? 

Mr. Bimson. I would rather question that. I don’t know the fig- 
ures, but I think that in most instances you will find that the larger 
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banks who have their own plans adhere to that pretty largely without 
a split operation. However, they do have split operations. 

I would think that one of the factors involved in that, and I am 
speaking from our own experience, you can have a more aggressive 
collection and followup program on your own than you would under 
your FHA, perhaps to the extent that your FHA loan goes to claim 
at a certain point of delinquency, and is taken over by the Govern- 
ment under an insurance program, and there is no collection work done 
on that until the FHA picks it up. 

And I understand now from Mr. Mason this morning that they have 
improved that program materially on their collection, but it used to be 
that 6 months to a year would go by before the borrower was ap- 
proached by anyone from the Federal Housing Administration to try 
to effect payment on the loan, and that word gets around a little bit, 
as a bank on their own plan will likely take pretty sharp action and 
maybe even sue on a note that is past due, but they will not sue under 
the FHA program before turning it to the Government. 

Mr. Ratns. I have noticed that—well, I remember in this commit- 
tee’s hearings in a certain city in America that a great insurance 
company told me that under a certain program, the voluntary home- 
mortgage credit program, they were insuring loans, or giving the 
Government insured loans that they themselves hadn’t checked at all, 
and this figure here makes me think that no attention is being paid to 
the title I. 

Actually, the Government is not supposed to do the collection or the 
servicing of the loan, 1s it / 

Mr. Bimson. No, except after the filing of claims. 

Mr. Rarns. After it gets in default. 

Mr. Brason. I think undoubtedly that loans are made under an 
FHA insured program by banks over the country that would not be 
made under their own plan because they are limited to a large extent 
from shock loss by the establishment of reserves. 

A bank who establishes reserves against losses has to take it out of 
taxes, or the net earnings of the bank, and they are likely to be— 
especially on a 3-year loan—more restrictive unless they are a bank 
that has a very sizable volume of loans, and as a consequence can permit 
the laws of average to work for them to better advantage. But I 
don’t think that the difference in the percentage of delinquency is too 
material. It is not very heavy, and I think that there are other classi- 
fications of loans banks are making direct that are higher than that. 

Mr. Ratns. I believe so. 

[ understand you favor a 2-year extension of title I; is that about 
right / 

Mr. Brason. Yes, I would favor a 2-year extension of title I. 

Mr. Rartns. And you think the amount ought to be increased up 
to $3,500, and the term increased to 5 years? 

Mr. Bimson. I do not think—I think at one time I would have 
favored longer terms, and perhaps a great amount, yet it is the opin- 
ion of the Commission of the Bankers Association that this is not a 
very good time to liberalize the terms of credit, partially because the 
average loan that is being made, I believe Mr. Mason said this morn- 
ing, was $630. There is not any heavy demand presumably at the 
present time for larger-sized loans. Banks currently have been run- 
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ning 3 to 4 hundred million dollars in a deficit Federal Reserve posi- 
tion because of the heavy loan demand that they have had. 

The installment credit in 1955 went to the highest figure in history, 
high enough so that here in Washington in certain areas there was 
worry as to whether it might be getting out of hand. 

The President in his report to C ongress suggested the possibility 
of the Federal Reserve making some ‘studies to see whether or not 
we should have some standby controls, and with that in mind I feel 
that the timing is not proper to further extend terms on a 5-year 
basis and to raise the limits and to reduce monthly installments for 
that purpose now. 

I remember very distinctly what happened in 1934 when appliances 
were being financed on 18 months at the maximum term. Your 
FHA title I program came into effect with 36-month terms. They 
offered in 1935 financing of appliances on 3-year terms which auto- 
matically set the pattern for longer-term financing of other types of 
credit. "That was a wonderful thing at that time, and it did a great 
deal of good. 

I feel that the extension of terms—we in the American Banking 
Association have been commenting on the long terms that have been 
offered in some areas on automobile financing, and other types of 
financing, thinking that they should be restricted to enable people 
to get out of debt a — more quickly, and to establish equities in 
what they purchase. I do not think that we could be consistent to 
on one side say to the automobile manufacturers, and the banks around 
the country, you have overextended the terms on credit in certain 
areas, and then before a committee such as this say that we think the 
terms in another area should be extended beyond what they are now 
even for such a worthwhile. project as home improvement. 

I was manager of financial relations on leave of absence from the 
bank in 1984 through 1936. I made calls on banks all over the State 
of Arizona in an attempt to get them to make modernization loans. 
What I have found then, and what I have learned since that es 
is your average small bank would be extremely reluctant to make 
$3,500 or even a $2,500 loan for as long as 5 years. You must wists 
that these are risk loans, even though they are insured by the Gov- 
ernment, and so classified by the C omptroller of Currency. 

Your FHA title II loans are. not classified as risk loans. Your 
GI loans are only 50 percent classified as risk loans, but your FHA 
less the amount of the insurance is classified as a risk loan, and your 
small banks are confronted with high loan totals and then you extend 
the term on loans of this sort and bri ing pressures on them to extend 
more credit to people on a long-term “basis, and that in turn will 
increase their outstanding totals, increase their risk, and increase 
their shock loss. 

Small banks, many of whom, and I am sure there are thousands 
of them in the United States, who do not have over a hundred or two 
hundred thousand dollars at the outside in installment credit out- 
standing, one $2,500 or $3,500 loan going to a claim with the Gov- 
ernment would wipe out a big portion 1 of their insurance reserve. 

As a consequence, I am sure that even though the proponents of 
this type of program feel that it will stimulate modernization, I 
think it would be a definite help perhaps to some of your larger banks 
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to better take care of their areas of customers who need and want 
and are able to pay for that type of credit, but I do not think that 
would be of much assistance to your small country banks who are 
loaded up with loans at the present time. 

There is the correspondent banks have so many loans outstanding 
that they will not very readily or very willingly, at least, participate 
with them on these loans. You must remember in 1934 when the 
title I program was put into effect, the maximum loan which could 
be made under FHA title II was 80 percent. On existing structures 
it was 60 or 70 percent. I am not sure of the exact figure on that, 
and at that time your modernization loans, of course, were being 
made to people who had sizable equities in their homes. 

Under your combination GI and FHA program, your GI secondary 
mortgage loan was permitted because your FHA was on a 90-percent 
basis, and it allowed the GI to borrow the additional 10 percent on 
a second mortgage. Now, you have 25, 30, 35, and even 40-year loans 
outstanding, with no downpayment, and some of them not only have 
no downpayment but got enough money out to partially furnish their 
homes, and a great deal of the need, and I am sure a great deal of 
the pressure from the standpoint of salesmen, will be on your GI 
homes which were two-bedroom homes built without adequate storage 
space, without garages, and who now have raised a family since they 
have moved into those homes but from which homes they have no 
equity at the present time except as the inflation of the market has 
created an equity for them, and they will be inclined, I am sure, 
in many instances, to overextend themselves in the modernization or 
additions being made to those properties. 

Mr. Rarns. Could I interrupt you there just a moment? I agree 
with part of that, but it is a sad picture. . Let me give you some facts 
on the other side right quick. I will give you three. 

The first one is we have among other things a direct loan out of 
the Federal Treasury to farmers in America out on the farm to 
build them a home because they cannot get money from the banks 
you are talking about. That is at 4 percent. For those loans there 
1s no eauity at all. 

Mr. Brauson. That is the Farm Home Administration. 

Mr. Rarns. Yes. Yet they stand at a payment record of 106 percent 
today. There are 4 foreclosures in the United States. On the FITA 
and GI loans you are talking about, the foreclosures are less than 2 
percent. 

Now, of course, it is easy to say what could happen. But all I can 
point to is what has happened. And it appears to me that it is a most 
miraculous record of payment of these loans that is being made. And 
I do. not quite see the sound, solid ground for being afraid to move 
forward with a loan of this type at this particular time, especially if 
Mr. Heitmann’s statement is correct that this type of loan is not in- 
flationary. Do you agree with that? 

Mr. Bimson. No, I do not. Any type of liberalization and extension 
of terms beyond what they are now in any classification of monthly 
installment loans is inflationary. I do not see how you could consider 
it otherwise. 

Speaking of your farm-home loans: I think that is an excellent 
record, but if I remember correctly, the act also provides that if a 
man cannot make his payments on that loan, and if he needs addi- 
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tional land next to it in order to be able to farm profitably, that under 
the act they can loan him some more money so he can buy some more 
land—— 

Mr. Ratns. No, that is not in the act. That is incorrect. I am talk- 
ing about the title V section of the act. You are talking about Farm- 
ers Home Administration, which is entirely different. 

Mr. Brason. I asked you if that was what you were referring to. 
I am sorry. 

Mr. Rains. I merely pointed that up just to see what you thought 
about the payment record. 

Mr. Binson. I think there is a definite need for possibly an in- 
creased amount of credit to take care of the inflation of the dollar 
which has taken place since 1934. On the other hand, of course, in 
1934, we had a considerably different situation as far as income of the 
public was concerned. The average per capita income in the United 
States was $368 in 1933 as against $1,709 in 1953. 

Then, of course, speaking from a standpoint of your 5-year term: 
Of course, I understand that you were thinking in terms of a split 
rate, but the gentleman who spoke from the Operation Home Improve- 
ment did not use a split rate. He was showing the low payments on a 
5-year loan against a 3-year loan, and I would just like to point out 
that a $2,500 loan for 3 years, as compared with a $3,500 loan for 5 
years, or $1,000 more, would cost, the borrower under a $5-a-hundred- 
add-on charge—$500 for his additional thousand dollars by extending 
theterms. So it isa point as to whether or not it is economically sound 
for people to do that. 

Of course, under the split rate, which I understand your committee 
has considered, that would not be wholly true because it would be a 
lesser rate for the larger amounts. 

Mr. Rarns. I think as it goes up the rate should get smaller. 

Mr. Brason. I think that would almost have to hold on a situation 
of that sort. I think that there are many areas in the country where 
5-year terms are needed. I would hate to see the pressures of 5-year 
credits covering the same areas that are now permitted under FHA 
title I regulations, because I think it would be an overextension of 
credit and definitely inflationary without accomplishing the purpose 
of the rehabilitation of the fringe area properties. 

Mr. Ratns. Do you know anything about title 203? Have you had 
any connection or any experience with title 203, the one that we dis- 
cussed this morning as having wrapped up in it the economic soundness 
feature ? 

Mr. Bimson. No, except that in our city there was some mention 
this morning made of the matter of mandatory upgrading of areas. 
We ran into that situation in Phoenix, and what was not pointed out, 
and what was not thought of, is that many people who lived in areas 
being considered for upgrading said they could not afford to upgrade 
their properties, that they were living on pensions or small incomes. 
That was their home. They had been there a longtime. They could 
not move out to another area. Neither could they afford to add to 
their present living costs the monthly payments necessary for a man- 
datory upgrading. 

But that was the only indirect experience that I had had along 
thatline. It is not specifically in relationship to your question. 
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Mr. Ratns. Do you have any questions, Mr. O'Hara? 

Mr. O’Hara. Very briefly, I think you will agree with me that there 

a certain limitation to the debt load that the individual can carry. 

Mr. Brauson. That is right. 

Mr. O’Hara. Which do you put in priority—a debt load to improve 
residential property or a debt load from consumer credit extended 
to a luxury cruise to the Caribbean ? 

Mr. Birmson. Well, what I would put in priority, and what the 
average American consumer has put in priority during the last year 
or two are two different things, and I think that one of the reasons 
that your FHA title I program has not succeeded any better than it 
has, or is not used more, 1s because of several reasons. 

In the first place, I think the paperwork involved—I think there are 
certain restrictions that make it a little bit difficult to serve by some 
lenders. I think, however, possibly more important is the lack of 
emphasis on that matter of telling people what you are trying to do 
now under Operation Home Improvement: That they should put first 
things first, so to speak, and improve or modernize their home or add 
to it, if necessary, instead of buying a new automobile that is going 
to cost them $80 to $90 a month. But you have your automobile 
dealers, and you have your manufacturers, and everyone appealing 
to the public on TV and radio and in magazines. You have your ap- 
pliance dealers doing the same thing, but no one particularly has been 
selling the cause of home modernization, and I think there is a reason 
for that. 

In the first place, in our area it would be extremely difficult to find 
a builder or skilled workman to do modernization or rehabilitation 
work. It is just as difficult as to get a new-home builder to go into 
outlying areas of our State to build 2 or 3 homes where there is a 
definite need because they prefer to build many homes in tract projects 
on which they can keep their crews working on a full-time basis. If 
Mr. Cole’s estimate of 1,300,000 homes to be built this next year is 
somewhere near accurate, then I think you are going to be faced with 
a definite problem of finding skilled workers at reasonable prices in 
order to do that type of work. I might just inject here that I just 
finished a small modernization job on my house. It was nothing fancy 
at all. It cost me $30 a square foot. 

Mr. O'Hara. What was the total cost 4 

Mr. Bimson. Between fourteen and fifteen hundred dollars. 

Mr. O'Hara. You would see no objection to raising this limitation 
to $3,500, would you, and to extend the time for a period long enough 
for the man of modest means to meet the payment ? 

Mr. Binmson. If there were some way to keep the abuses out of the 
program—and I don’t know how that can be done. You are competing 
with a very tight money market when your discount rate is 4 percent. 
At the present time, banks are loaned up, builders are working full 
time in building tract projects, and will have to build 1,300,000 homes 
in the United States. So you are competing against a job that will keep 
aman working every day for 30 days of the month against a job where 
he only comes in for a few hours. 

That is what I ran into where I had a cement man, a brick mason, 
an electrician who came for 2 or 3 hours, and he probably got paid for 
aday’s work. That isa problem, I think. 
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Mr. O’Hara. This asa point I wish to bring out. Every debt under 
consumer credit competes with other debt obligations. 

Mr. Bioson. That is right. 

Mr. O’Hara. Now, in Phoenix, have you discouraged people from 
taking consumer credit trips to Europe, or the Caribbean ¢ 

Mr. Bimson. No; neither have we discouraged modernization. 

Mr. O’Hara. Have you made any loans in that field ? 

Mr. Bimson. Very few. I think if so it was on a personal loan 
obligation. I think most of the people in our area going to Europe 
have had their own financing. 

Mr. O’Hara. I see large advertisements, make a trip to Kurope, pay 
$5 down and the rest later on. It seems to me that is an extension of 
consumer credit. that is competing with the debt for home improve- 
ments and repair. 

Do you agree with me on that 4 

Mr. Broson. That is true, very definitely. 

Mr. O'Hara. That would be inflationary, wouldn’t it? 

Mr. Bimson,. Certainly. 

Mr. O'Hara. It is certainly mere illegitimately inflationary than 
putting money into debt to repair your home and make it livable. 

Mr. Bimson. Well, I don’t know. I think $1 spent on consumers’ 
goods is just about as inflationary as another in a tight-money market, 
but perhaps the ultimate long-term beneficial use of it would be 
greater, certainly. 

Mr. O’Hara. Thank you very much. 

Mr. Rarns. Any questions, Mr. Ashley ? 

Mr. Asntey. No questions. 

Mr. Rains. Thank you very much, Mr. Bimson. 

Mr. Bimson. Thank you, sir. 

Mr. Ratns. Well, we have had a busy day, ladies and gentlemen. 
We have a gentleman who was here this morning, if he is still here. 
He had a very brief statement he wanted to make. And as I under- 
stand it somebody wanted to put in another statement. 

Mr. O’Hara. Yes, Mr. Chairman, I ask unanimous consent to insert 
at this point the statement of Mr. John Usher, and I think the witness 
who follows will pinpoint that statement. 

(The statement referred to is as follows :) 


STATEMENT OF JOHN A. USHER 


A few of the very large cities of this country are seriously threatened with 
having their rundown housing turn vast areas into slums. The problem now 
confronting us is to try to quickly revive confidence in the people of these cities, 
so they will modernize the vast majority of their well-designed, sound, existing 
housing structures. If this is done, it will do much to save these great cities. 

Statistics prove that in large cities very few young couples consider buying 
a home in their early married years. Middle-aged couples with their families 
raised, or couples with no children, seldom want the burden and inconvenience 
of outlying homes. Added to this are the thousands of newcomers to the large 
cities who seldom buy homes until they become familiar with the city and are 
sure their employment is satisfactory. Good rental housing is a basic necessity 
of any large city. Without multiple apartment buildings, a city like Chicago 
would find the real estate tax base an impossible burden. There is an acute 
shortage of modern rental apartments in our big cities today. 

The modernization of sound city housing structures with guaranteed FHA 
financing, is the answer to the problem. Since the end of World War II only a 
few thousand rental apartments have been built in our large cities. The older 
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units are frequently attractive in architectural design, layout, room size, en- 
trances, porches, full kitchens, large basements, laundries, and storage space. 
If they had interior modernization and decorating, many of them would be 
preferable to the newer apartments, and the owners could now be assured of 
rentals to produce attractive operating profits. 


MOST HOUSING NEEDS REPAIR 


Over 90 percent of all housing units in our large cities need rewiring to keep 
up with the vast advancements in electrical appliances. This will bring into 
these houses safety, comfort, labor-saving devices, education, and a feeling of 
contentment never before known. Many buildings need new kitchens and baths; 
they need plastering, carpentry, painting, decorating, and other improvements 
now offered only in the new individual houses located far from the city con- 
veniences. 

Because apartment buildings make up a large segment of our big city housing; 
and because the people who live in such housing set the standard for vast areas 
of our cities, we must immediately revive and modernize these apartment build- 
ings. No alert private builder will build new housing anywhere if the surround- 
ing buildings are rundown. 

It is a mistake to expect government housing agencies, Federal, State or city, 
to cure our housing troubles. They can help by enforcing zoning, building 
occupancy, health standards and regulations, and by cooperating with private 
owners and builders. 


Modern‘zation and rebuilding by private owners will revive and bring con- 
fidence, without which we cannot save our cities. 


FINANCING IS NECESSARY 


Financing is the key to the entire problem. FHA is justified in guaranteeing 
long-term, low rate, large percentage loans on new housing in outlying, unde- 
veloped territories, and FHA surely should do the same for all types of our 
present city housing, which can be modernized and brought up to predetermined 
standards in the respective neighborhoods. With FHA loans available for mod- 
ernization, the city authorities could feel free to enforce compliance with set 
building standards. Violators could no longer plead the lack of funds to be 
allowed makeshift corrections. They would be required to bring their buildings 
up to an agreed standard for their neighborhood, and would do so willingly if 
they had available to them attractive financing. This enforcement alone would 
completely change the core of our housing troubles. It would change a vast num- 
ber of slum-threatened buildings into sound, livable housing. 

Most of our apartments can be modernized to produce fine, sound housing at 
below the cost of new construction. They can be profitably rented, or sold to 
investors. In city real estafe, as in everything, the motive of profit will activate 
millions of owners and builders. It will also develop keen competition and 
American ingenuity, to the end that the buyers will get the greatest possible value 
for their money. Given the opportunity, a large percentage of our city popula- 
tion will rent or own good housing, just as they own good automobiles and 
television sets. This will include many who left the city because of the housing 
evils. 


LIBERAL CREDIT REQUIRED 


It is a generally known and accepted fact that our current unprecedented 
prosperity is predicated upon liberal credit—long-term, short-term, installment, 
consumer, ete., in quantities to meet almost every conceivable need. There is, 
however, one notable exception—that being a major one—mortgage credit for 
existing, multiple residential prosperity. The net result of this credit squeeze 
is that little or no effort is being made to modernize old structures; instead, 
they are being “milked” and permitted to fall into the category of blighted areas 
and finally, slums; thus driving more and more desirable people to the outlying 
areas. 

The commonest kind of logic seems to dictate that the position of residential 
apartments in old established areas must be restored to a reasonably competitive 
basis with single family homes, which are presently being erected by the millions 
in the erstwhile peaceful meadows and cow pastures of our countryside. One 
shudders to contemplate the cumulative effects of the present exodus to the 
suburbs if continued for another decade. 
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CONCERNING SECTION 220 


Section 220 of FHA may eventually work in certain cities, but if the multiple 
agencies of these cities must make surveys, plans, etc., before it can be used, 
it will be like bringing the fire department after the house has burned down. 
Unless it can quickly be made workable, it will be better to increase the loan 
percentage of section 207 with instructions to make it available to multiple apart- 
ment buildings beyond 4 apartments; and to use it everywhere except in the 
deepest and oldest slums. This can be done safely if the local FHA offices (and 
not the city authorities) dictate and certify the correct amount of moderniza- 
tion to bring the various buildings up to a standard to fit their particular 
neighborhood. 

One thing is certain: We must have attractive mortgage money available to all 
buildings that justify it. Congress should instruct the Administrator that 
slight increases in interest rates should be allowed, in order to attract money 
into modernization of the older buildings in the older neighborhoods. There is 
really nothing new about this plan, because under title I the FHA has guaranteed 
mil.ions of dollars worth of home improvements in all neighborhoods, without 
even mortgage security ; but this has not been available for large multiple apart- 
ment buildings. 

CONCERNING SECTION 203 


Under section 203, FHA will go into nearly any neighborhood to finance buy- 
ing and modernizing, up to a 4-apartment building. On these guaranties they do 
not ask any city agency to join in. If the mortgage money is available, FHA 
will issue their sound guaranty. If they can do this on a 4-apartment building, 
why can’t they do it on a 6- or 60-apartment building, under section 207 or 
section 220? Under these FHA loans, a monthly fund would be set up with the 
collection agency to guarantee the constant upkeep of these buildings. This is a 
sound, workable program that can quickly start the big cities back to recovery. 

The FHA is so important in this whole housing problem, that they could easily 
slow down or speed up the recovery of big cities or the outlying areas. To date 
the b'g cities have suffered and the outlying areas have benefited, because they 
have all the best of the Government-guaranteed mortgage money. 

Report No. 1 of the Subcommittee on Housing, Committee on Banking and 
Currency, 84th Congress, stated (p. 12) that: “The nub of the problem facing 
most cities and the FHA seems to be the difficulty of attracting risk capital 
into a multifamily rental housing investment.” This omits present owners of 
multifamily rental housing projects in the definition of risk capital; they must 
be attracted, even more than new buyers. 


CONCERNING SECTION 227 


Section 227 of the act and paragraphs 232.4 and 232.28 of the Administrative 
Rules and Regulations discourages present owners from investing risk capital. 
The amendment of section 227, relating to cost certification, resulted from the 
congressional investigation of windfall financing of new Ik HA 608 projects. This 
amendment is effective in the financing of new structures. it discourages owners 
of properties in need of rehabilitation, who are the key to the success of your 
program: and the definition of “actual cost to assist the refinancing of repair 
or rehabilitation’ must be changed. Note the following three situations: 

1. The mortgagor who buys improved property for $100,000 and spends $100,000 
for rehabilitation is entitled under the act and regulations to 80 percent of the 
cost and of the rehabilitation, or a total of $160,000. 

2. The mortgagor who owns improved property valued at $100,000, subject 
to a mortgage for $40,000 (which is average), and spends $100,000 for rehabilita- 
tion, is entitled to 100 percent of the mortgage and 80 percent of the rehabilitation 
cost, or a total of $120,000. 

3. The mortgagor who owns improved property without a mortgage, and spends 
$100,000 for rehabilitation, is entitled to nothing for his equity and 80 percent 
of the rehabilitation cost, or a total of $80,000. 


UNFAVORABLE POSITION OF OWNER 


The conservative owner who has a small or no mortgage is penalized in favor 
of a speculator. He should be treated in the same manner as a buyer, and when 
he receives extra money through refinancing under the act, he will be the best 
type of investor of “risk capital’ under the act to carry on your program. 
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The amendment which prevents windfall financing on new buildings has great 
merit, but it has no place in legislation or regulations in the program to modern- 
ize existing multiple rental housing prcjects. 

The serious “gap” in the existing act and regulations can be filled by amending 
section 227 (c) which defines “actual cost”; delete clause (a)—B which limits 
the money to be received from the property before it is repaired or rehabilitated 
to the amount of the existing outstanding mortgage. This will give the owner 
of existing property, regardless of its mortgage, the fixed percentage of its fair 
market value, as estimated by the Commissioner. Paragraph 2382.28 of the 
Administrative Rules and Regulations would be amended to conform to this 
change; no legislation is required for this. 


CAUSE OF BLIGHT 


The unusual development of big-city slums is directly traceable to Federal 
legislation involving HOLC, FHA, and OPA (rent control), and VA, which 
were intended to and did help most of the people obtain better housing. The 
surprising exceptions were the big cities, where these agencies have had a serious 
and depressing effect on housing. 

Early in the thirties, HOLC, with billions of dollars, saved hundreds of 
thousands of property owners from losing their homes or small apartment build- 
ings (only up to 4 apartments), by refinancing defaulted mortgages for 15 and 
25 years, on terms theretofore unknown. A few big cities like Chicago were 
basically helped very little, because the bulk of their housing consisted of larger 
multiple-apartment buildings which were not eligible, and were forced to go 
through long, costly receiverships and foreclosures. 

This was followed almost immediately by OPA rent controls. Notwithstanding 
the fact that 17 million young men and women (one-eighth of our total popula- 
tion) went into service, increased incomes and false low rents caused the remain- 
ing renters to spread out into more space than they had ever used before. 
According to census figures, hundreds of thousands of rental dwellings built 
for families became occupied by only one person. In other words, an unconscious 
hoarding of rental housing space developed which we thought was a true 
shortage. 

FHA came to the rescue with extremely liberal loan guaranties for new homes, 
and as a result hundreds of thousands of individual houses were built on the 
outskirts of our cities. 

The war ended: the young men and women came home, but there was no hous- 
ing for them. Then VA was added to FHA, and VA guaranteed loans up to 
100 percent. Credit for building and selling new houses, or buying and modern- 
izing existing houses, was more liberal than ever before, and we built millions 
of houses in our outlying areas. 

Once again there was no similar credit available for modernizing existing 
multiple-housing buildings in the big cities, because (for a total of 11 years) 
they were still under rent control. One method of escape from controls was 
to cut up individual apartments into two or more so-called new units, and to 
rent them for high prices because of the false shortage. For the first time in 
our history, depressing makeshift conversions were made by the thousands, 
regardless of building ordinances and restrictions. Almost no new rental apart- 
ments were built. If you wanted clean, modern housing away from the rundown 
rental housing, you had no choice: you would have to buy a new home in the 
outlying areas. 

With low rents and high costs, apartment buildings depreciated and many 
desirab‘e people moved out to be replaced by less-desirable tenants. This in 
turn depreciated the surrounding homes as well as the local business areas. 
Thus we see how well-intended Federal legislation, by omission and commission, 
has had much to do with creating our present big city slums. 

Mr. Rains. All right; we all have a very few minutes, so Mr. Fisher, 
if you can be brief. 

Mr. Fisnuer. Yes, sir. 

Mr. O'Hara. Mr. Chairman, I have received a note saying that the 
Mortgage Bankers Association has approved the liberalization of 
title I. I think that is a good reply to the statement previously made. 

Mr. Rains. State your name, Mr. Fisher, and proceed. 
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STATEMENT OF JOSEPH FISHER, ATTORNEY, CHICAGO, ILL. 


Mr. Fister. My name is Joseph Fisher. I am an attorney prac- 
ticing in the city of Chicago since the year 1949, and I have repre- 
sented Mr. Usher for the last 30 years. I helped Mr. Usher prepare 
his statement to your committee, and sat in on meetings with the FHA 
officials in Chicago, and with Mr. Bever ly Mason at Was hington, and 
would like to report this on the Usher case. 

If I make it a factual report, then it isn’t a matter of opinion or a 
matter of what I think of any particular part of the legislative or 
administrative program. 

I have known the Usher properties, the Colfax and the Windsor 
properties, since we financed and built them about thirty-odd years 
ago. And I am using the Usher properties as a test case. Usher is 
in the midst of a rehabilitation program which has received the 
plaudits and the admiration of members of your committee and on 
many occasions of the FHA, and Mr. Usher and I have followed 
through our efforts to get within the confines of either section 203 or 
220 or section 227, and about 2 weeks ago we gave up. We found that 
even though the redtape—and I do not use that term derogatorily, 
but I mean all of the paperwork that would be necessary to relate 
back in his case, because he had already done his work or was in the 
process of doing his work, was useless because of one feature, and 
that feature is that Mr. John Usher, who is a conservative owner and 
as high a type owner for this program as one could find in this country, 
can get much better conventional financing for the work he has done 
than he can get under FILA, and I think by giving you examples of 
three situations I can dramatize it. 

Assume a man owned a property that was in a blight area, but was 
very substantial, and it was worth $100,000, or that man wanted to 
buy it. Let us say that he wanted to buy this property for $100,000, 
and then spend $100,000 to rehabilitate that property under the act. 
He would have property that would cost or be valued at $200,000, and 
for all practical purposes I would say it would be worth $250,000, 
but assume we get the $200,000. 

If that man bought that property for $100,000 and he made im- 
provements of $100,000, he would get 80 percent under section 220 
where the city was not involved. He would get $80,000 on account 
of his $100,000 purchase price, and $80,000 on account of his rehabili- 
tation, or $160,000, and if you assume that $200,000 would be your 
fair value for conventional loan, he could get maybe 65 percent, o1 
$130,000. 

Take case No. 2: Instead of the man buying the piece of property, 
the man owns the property. We all know if a man owned a property 
30 or 40 or 50 years old that was in need of $100,000 in reh: rbilitation, 
that the maximum mortgage he could get on that property would be 
30 to 40 percent, and if he placed a mortgage now it would be 40 per- 
cent, but if he paid it down it would be down to 30 

Well, take the 40 percent. Now, if that man spent $100,000 for 

rehabilitation under your program, he can ask you for a loan of 100 
percent of the $40,000 mortgage to take up the mortgage and a Joan 
of 80 percent on the reh: ibilitation, or a total of $120,000, which would 
be less than the conventional mortgage that he could get. 
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No. 3, take Mr. Usher. He had a $20,000 mortgage on his property, 
and he paid the mortgage off in order to get his temporary financing 
at a bank for the purpose of a rehabilitation loan. His property will 
pass every test and will be a No. 1 i tek J for FHA financing. Yet 
Mr. Usher, who is a good owner, who pays his debts, who has no fake 
mortgages, will be able to get zero for his equity before rehabilitation, 
and $80,000 for the rehabilitation, so that when he is through, and this 
happened in Chicago with all of the FHA people agreeing with us, 
that when Mr. Usher is through with his program and asks for a loan 
under section 220 or section 203, if it is expanded, he could only get 
$30,000. 

Now, I can get him $130,000 to $140,000 on a conventional loan at 
just as good rates as he could get here. 

That brings me to the one point that I wanted to make, namely, 
that when section 227 was amended last year or the year before, to 
prevent windfall financing, it served its purpose because that amend- 
ment related to new projects where a man bought a piece of property 
for $10,000, put a million-dollar structure on it, and then collected 
back a million dollars for his equity and they took that section by 
amendment imposed another idea, that is, of improving existing build- 
ings, and didn't think out the consequences. I know that FHA has 
always as a matter of policy, fundamental policy, said that we will 
never give loans to anyone, the proceeds of which can be used for 
other purposes. Therefore, the regulations as well as the act state 
that when you get loans, pay off your existing mortgage in full, pro- 
vided it is less than the fair value at the time, and give 80 percent on 
improvements, that we will not permit the owner, the mortgagor, to 
put $1 in his own pocket. That is why under your FHA rules you 
limit dividends, you have corporations as owners, so you may control 
the corporations, and as a policy you limit the dividends to 6 percent. 

You have got to encourage new capital in these rehabilitation pro- 
grams. You have got to talk to the owners and not to a person who 
says, “Here is a way where I can get a piece of property, I will improve 
it, and by the time I get my contractor’s fees, my architect’s fees, and 
a lot of these other charges,” I can still get what we used to get 30 years 
ago in our conventional mortgages, and I know it because 30 years ago 
I was counsel for an investment house where they made a 60-percen: 
mortgage which was really 100-percent mortgages because of padded 
payrolls and padded this and padded that. 

“ou encourage a man to buy a piece of property where he can get 
90 percent under 203 or 80 percent under 220. You encourage him 
to buy it for the purpose of getting his contractor’s fees, his architect’s 
fees in there, make the rehabilitation and come up with a project where 
he has very little in the property. But you discouraged a man that 
owns the property, who might get 20 or 30 or 40 thousand dollars 
excess out, so he can take that money and buy properties in order 
that he might keep on a rehabilitating program. I say there is a gap 
in your legislation that is so wide—— 

Mr. O'Hara. What remedy do you suggest ? 

Mr. Fister. Take the gap out. In other words, why should you 
legislate against a man that is a conservative owner and how can you 
compete with ordinary financing when you limit a man to the amount 
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of his mortgage and zero if he has no mortgage? That is my whole 
point, and we gave it up entirely because we couldn’t get beyond the 
FHA officials in Chicago, and the only way we can get beyond any- 
thing is to take section 227 and amend it by eliminating the provision 
that is good with new construction and is bad with old construction. 
You just eliminate that whole thing. 

Mr. O’Hara. I wonder, Mr. Fisher, if you could give us a written 
suggestion for an amendment for consideration by this subcommittee. 

Mr. Fister. Yes, I can do that before I leave Washington tonight. 

Mr. O’Hara. Fine, and then I will ask unanimous consent, Mr. 
Chairman, to include that written suggestion in the record. 

Mr. Rains. With the statement, yes. 

Mr. O’Hara. Yes, sir. 


FISHER, HASSEN & FISHER, 
Chicago, April 20, 1956. 
Congressman BARRATT ©O’HARA, 
House Office Building, 
Washington, D. C. 


DEAR CONGRESSMAN: At the hearing of the Subcommittee on Housing of your 
Banking and Currency Committee, on April 16, 1956, you introduced in record 
the enclosed statement of Mr. John Usher; and I testified in support thereof. 
1 confined my testimony to an amplification of Mr. Usher’s concluding para- 
graph, namely: 

“The serious ‘gap’ in the existing act and regulations can be filled by amend- 
ing section 227 (c) which defines ‘actual cost’; delete clause (a) B which limits 
the money to be received from the property before it is repaired or rehabilitated 
to the amount of the existing outstanding mortgage. This will give the owner 
of existing property, regardless of its mortgage, the fixed percentage of its 
fuir market value, as estimated by the Commissioner. Paragraph 232.28 of 
the administrative rules and regulations would be amended to conform to this 
change; no legislation is required for this.” 

You asked me to give you a written suggestion for an amendment to the Na- 
tional Housing Act, which in the opinion of Mr, Usher and myself will close 
the above serious “gap” in the legislation. My suggestion is as follows: 

Section 1715r (c), which is section 227 (c) provides: 

“(c) The term ‘actual cost’ has the following meaning: (i) in case the mort- 
gage is to assist the financing of new construction, the term means the actual 
cost to the mortgagor of such construction, including amounts paid for labor, 
materials, construction contracts, offsite public utilities, streets, organizational 
and legal expenses, and other items of expense approved by the Commissioner, 
plus (1) a reasonable allowance for builder’s profit if the mortgagor is also 
the builder as defined by the Commissioner, and (2) an amount equal to the 
Commissioner’s estimate of the fair market value of any land (prior to the 
construction of the improvements built as a part of the project) in the prop- 
erty or project owned by the mortgagor in fee (or, in case the land in the prop- 
erty or project is held by the mortgagor under a leasehold or other interest 
less than a fee, such amount as the mortgagor paid for the acquisition of such 
leasehold or other interest but, in no event, in excess of the fair market value 
of such leasehold or other interest exclusive of the proposed improvements), 
but excluding the amount of any kickbacks, rebates, or trade discounts re- 
ceived in connection with the construction of the improvements or (ii) in case 
the mortgage is to assist the financing or repair or rehabilitation, the term 
means the actual cost to the mortgagor of such repair or rehabilitation, in- 
cluding the amounts paid for labor, materials, construction contracts, offsite 
publie utilities, streets, organization and legal expenses, and other items of 
expense approved by the Commissioner, plus (1) a reasonable allowance for 
builder’s profit if the mortgagor is also the builder as defined by the Commis- 
sioner, and (2) an additional amount equal to (A) in case the land and im- 
provements are to be acquired by the mortgagor and the purchase price there- 
of is to be financed with part of the proceeds of the mortgage, the purchase price 
of such land and improvements prior to such repair or rehabilitation, or (B) 
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in case the land and improvements are owned by the mortgagor subject to an 
outstanding indebtendess to be refinanced with part of the proceeds of the 
mortgage, the amount of such outstanding indebtedness (without reduction 
by reason of the application of the approved percentage requirements of this 
section) secured by such land and improvements, but excluding (for the pur- 
poses of this clause (ii) the amount of any kickbacks, rebates, or trade dis- 
counts received in connection with the construction of the improvements: Pro- 
vided, That such additional amount under either (A) or (B) of this clause 
(ii) shall in no event exceed the Commissioner’s estimate of the fair market 
Value of such land and improvements prior to such repair or rehabilitation.” 

Eliminate the following words from the above section 1715r (¢): 

“or (B) in case the land and improvements are owned by the mortgagor subject 
to an outstanding indebtedness to be refinanced with part of the proceeds of 
the mortgage, the amount of such outstanding indebtedness (without reduction 
by reason of the application of the approved percentage requirements of this 
section) secured by such land and improvements, but excluding (for the pur- 
pose of this clause (ii) the amount of any kickbacks, rebates, or trade discounts 
received in connection with the construction of the improvements :” 

Substitute in place of the above eliminated words the following: 

“or (B) in ease the land and improvements are owned by the mortgagor, the 
fair market value of such land and improvements prior to such repair or rehabili- 
tation.” 

Section 1715r (c) as amended will then read as follows: 

“(c) The term “actual cost’ has the following meaning: (i) in case the mort- 
gage is to assist the financing of new construction, the term means the actual 
cost to the mortgagor of such construction, including amounts paid for labor, 
materials, construction contracts, offsite public utilities, streets, organizational 
and legal expenses, and other items of expense approved by the Commissioner, 
vlus (1) a reasonable allowance for builder's profit if the mortgagor is also the 
builder as defined by the Commissioner, and (2) an amount equal to the Com- 
missioner’s estimate of the fair market value of any land (prior to the construc- 
tion of the improvements built as a part of the project) in the property or project 
owned by the mortgagor in fee (or, in case the land in the property or project 
is held by the mortgagor under a leasehold or other interest less than a fee, such 
amount as the mortgagor paid for the acquisition of such leasehold or other 
interest but, in no event, in excess of the fair market value of such leasehold or 
other interest exclusive of the proposed improvements), but excluding the amount 
of any kickbacks, rebates, or trade discounts received in connection with the con- 
struction of the improvements or (ii) in case the mortgage is to assist the 
financing of repair or rehabilitation, the term means the actual cost to the mort- 
gagor of such repair or rehabilitation, including the amounts paid for labor, 
materials, construction contracts, offsite public utilities, streets, organization 
and legal expenses, and other items of expense approved by the Commissioner, 
plus (1) a reasonable allowance for builder's profit if the mortgagor is also the 
builder as defined by the Commissioner, and (2) an additional amount equal to 
(A) in case the land and improvements are to be acquired by the mortgagor and 
the purchase price thereof is to be financed with part of the proceeds of the 
mortgage, the purchase price of such land and improvements prior to such repair 
or rehabilitation, or (B) in case the land and improvements are owned by the 
mortgagor, the fair value of such land and improvements, prior to such repair 
or rehabilitation; Provided, That such additional amount under either (A) or 
(B) of this clause (ii) shall in no event exceed the Commissioner's estimate of 
the fair market value of such land and improvements prior to such repair or 
rehabilitation.” 

In the opinion of Mr. John Usher and myself, the above amendment and the 
corresponding amendments to the administrative rules and regulations will place 
a mortgagor owner in the same position as a new mortgagor who acquires prop- 
erty for the purpose of making repairs or rehabilitation. This is vital to your 
program, because the mortgagor owner, who has lived with and knows his prop- 
erty and neighborhood, is much more qualified than a new buyer to carry out the 
program needed to get rid of blight or threatened blight areas in the big cities. 

Respectfully yours, 
JOSEPH FISHER. 
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Mr. Rains. Thank you very much, Mr. Fisher. There is one other 
statement to be put in the record, which I believe the reporter has. 
I thank all of you gentlemen and my colleagues for being here. 
We will meet tomorrow at 9:30. 
Mr. Fisner. Thank you for the chance 
except I wanted to clarify that one issue. 
Mr. Rarns. We are very glad to have you. 
We will meet tomorrow at 9:30, and’ we have five witnesses. 
(Whereupon, at 4:15 p. m., 


to speak. I didn’t expect to, 


the subcommittee adjourned, to re- 


convene at 9:30 a. m., Tuesday, April 17, 1956.) 
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TUESDAY, APRIL 17, 1956 


Houser or REPRESENTATIVES, 
SUBCOMMITTEE ON HovusiNG OF THE 
BANKING AND CuRRENCY COMMI'ITEE, 
Room 1301, New Houser Orrice BuILpine, 
Washington, D.C. 
The subcommittee met at 10 a. m., the Honorable Albert Rains, pre- 
siding. 
Present: Messrs. Rains (presiding), and O’Hara, Talle, Barrett, 
and McDonough. 
Mr. Rarns. The committee will be in order. 
The first witness this morning is Mr. David C. Slipher of the Na- 
tional Association of Home Builders. 
Come around, Mr. Slipher. We are glad to have you this morning. 
Mr. SuipHer. Good morning. 
Mr. Rains. We will let you proceed in any manner you see fit. Will 
you identify Mr. Coulter for the record ? 
Do you have a written statement, Mr. Slipher ? 
Mr. StrpHer. Yes, Mr. Chairman. 
Mr. Rarns. You may proceed. 


STATEMENT OF DAVID C. SLIPHER, NATIONAL ASSOCIATION OF 
HOME BUILDERS 


Mr. Surewer. Mr. Chairman and members of the committee, my 
name is David C. Slipher and I am appearing here today as chairman 
of the rehabilitation committee of the National Association of Home 
Builders which, as you know, is the spokesman for the organized home 
building industry. 

I am active in the business of homebuilding in California. During 
1955, I served as field service director of the American Council to 
Improve Our Neighborhoods, which most of you, I am sure, will 
recognize by its popular name, ACTION. This is an organization 
formed by bringing together a comprehensive cross section of all 
aspects of homebuilding, public interest, real estate, finance, and civic 
groups to concentrate on the problem of arresting blight in our cities 
and eliminating slum conditions. However, I do not speak here for 
that organization. 

My understanding is that these hearings this morning are to cover 
financing of rehabilitation and home improvement. 

Therefore, with your permission, I should like to present some of 
the recommendations of the homebuilding industry on the specific 
statutory provisions for financing rehabilitation, including the FHA 
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title I repair and modernization insurance program, sections 207, 220, 
and 221 of the National Housing Act, together with other observations 
which may be helpful to the committee. 

However, before discussing these specific points, I think it well to 
point out the very broad classifications into which these measures fall. 
They are, in my opinion, and this is a personal opinion, of two kinds: 
the first, preventive; and the second, corrective. 

For example, title I, in terms of its effectiveness in combating blight 
is essentially preventive, whereas sections 270, 220, and 221 are es- 
sentially corrective measures. 

The distinction lies in the fact that FHA title I is available to the 
individual homeowner or small landlord for the prevention of deterio- 
ration of his property. 

The other sections, however, are used largely as corrective in the field 
of large scale operations involving improvement of entire blocks or 
neighborhoods, and usually require a number of steps be taken by the 
city to qualify as having a workable program, as precedent to their 
use, 

The overall problem of modernization and rehabilitation is so com- 
plex and extensive that both kinds of tools, and what I mean by tools 
is various kinds of financing aids, both corrective and preventive, are 
necessary to round out a comprehensive attack on the basic problem. 
Therefore, the attention which this committee is giving to this subject 
seems to me to be highly appropriate. 

In considering title I, it must first be realized, of course, that home 
builders’ interest in it stems not from participation in this kind of 
construction to any great extent, but rather from their overall interest 
in any remedy which will assist in bettering the housing conditions of 
the American people, and the economy of the areas in which they 
operate. 

We believe that the FHA title I program should be extended and 
liberalized. In fact, we feel that this title should be made a permanent 
part of the National Housing Act. 

The term of title I loans should be extended to 5 years and the max- 
imum permissible amount of the individual loan increase to $3,500. 

We do not believe—and 1 would like to emphasize not—we do not 
believe that the increased term from 3 to 5 years should be left to 
FHA’s discretion but rather that it should be definitely increased by 
statute. And of course I think it follows that if for one reason or 
another FHA should elect by administrative rule to reduce the term 
they could do so. 

In recent years, private lenders, benefiting by the example of the 
title | program, have gone far in establishing their own uninsured 
programs for home improvement financing. 

In comparison to many such uninsured programs, the proposals in 
bills now before you are, if anything, conservative. We feel that the 
Federal Government, in seeking to stimulate a widespread attack on 
urban blight, can safely go at least as far in this direction as private 
lenders who do not have the protection of a Federal insurance plan. 

In one of the bills before you (H. R. 9537) it is proposed to raise the 
present $10,000 limit to $15 000 on FHA-insured loans to repair dwell- 
ings housing two or more families but the present 7-year term for such 
loans is being continued. We feel that the 7-year term currently in 
the law should be extended to at least 10 years. This would give own- 
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ers of such units the benefit of the same type of lower monthly pay- 
ments as extension of the term will give under the basic title I program. 
Primarily related to single families. 

Now I should like to comment here on a personal basis that in 
studying individual property owners’ reaction to the question of home 
or property improvement, there is a good deal of evidence to show 
that they are interested in making over the place where they now live 
or their existing property in the image of new construction, the house 
they saw last Sunday on exhibit somewhere sets for them the pace 
as to what they would like to have in the house they are considering 
remodeling in a general sense. 

Now under those circumstances we find increasing evidence that they 
think in terms of equipment modernization, heating and air-condi- 
tioning modernization, bathroom modernization, and essentially the 
mechanical side of the house. 

Now to do this job correctly requires very often a considerable 
investment of funds and I should also like to point out just in passing 
that the policies with respect to the handling of equipment should be 
consistent as between title I and title II. That is my personal opinion. 

Mr. Ratns. What do you mean the policies to be consistent as be- 
tween title I and title II? Will you be a little more specific ? 

Mr. SurpHer. All right; what I have reference to particularly, Mr. 
Chairman, is the situation that now exists, where under title I certain 
items of equipment are not eligible and under title IT those same items 
or classifications of equipment are eligible. Now this is again merely 
a personal opinion but I have the feeling that perhaps that is a result 
of the fact that there has been considerable progress in the develop- 
ment of equipment primarily for what we call building in and this is 
a creature of the last 2 or 3 years, frankly. 

Now it seems to me that if people are wanting to make over existing 
properties in the image of new properties and if it makes sense to 
include these classifications of equipment under title II that it is 
equally appropriate that they be under title I. 

Mr. Rats. Well, for instance, an electric kitchen or the new ovens 
and so forth that they have in the usual kitchens today, is that eligible 
under present title I or not? 

Mr. Siipuer. My understanding, sir, is that the only item of equip- 
ment of that general category that is eligible today under title I is 
the so-called dishwashing sink. Now that was a development of 
several years ago. We now have built-in ovens, built-in refrigerators, 
and a variety of built-in appliances. 

Mr. Ratns. What you are saying is that if you are going to in- 
crease the amount sufficiently to where you could not only repair but 
actually redo one of these homes that you would need the authority 
under title I to put in the things which the people today desire in 
a home. 

Mr. SirpHer. That is my opinion, sir, and I might add in that con- 
nection that we were involved, and I am speaking now of some of us 
who were in the ACTION organization last year in an information 
center operation in Cleveland last fall wherein we had a center on 
the mall visited by some 20,0000 people in a period of 2 months. We 
very carefully analyzed the kinds of questions and the nature of their 
interest and in order of repetitive interest, kitchens were first on the 
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list, bathrooms were second on the list, heating was third on the list, 
and electrical systems were fourth on the list. I might call attention 
to the natural relationship between the electrical and the others. In 
other words, updating wiring is essential if you are going to do the 
other things. 

Now in questioning these people and attempting to analyze their 
motives and why, it became quite evident that they were concerned 
with making their existing property like the place they saw last Sun- 
day afternoon. That is about what it boils down to. 

Mr. Rains. Well, as a matter of fact, the average American family 
today looks to a home to be something more than just a roof and walls. 
They want all of these various laborsaving devices and appliances 
which add to the comfort of living in the home, many of them built 
into their home; isn’t that correct ? 

Mr. SureHer. That is correct; yes. 

Mr. Rains. It isa good suggestion. Go ahead. 

Mr. Suieuer. Even with the proposed lengthening of maturities for 
title I loans, there will remain many property owners who cannot 
afford to effect the repairs and improvements necessary to prevent 
deterioration of their property. 

This is so not only because of increased costs in recent years but also 
because properties of this type are frequently held by older persons 
of modest, fixed incomes. 

We believe that this is a problem not solved by any existing financ- 
ing device. Although the National Association of Home Builders has 
not developed any policy recommendations in this area, it is my per- 
sonal feeling that an answer to this problem might be found in some 
sort of mortgage financing which will permit considerably longer 
terms than possible under the present title I with correspondingly 
lower monthly payments. Although the owner of these properties 
are limited as to cash or as to the monthly payments they can under- 
take, they frequently have substantial equities built up over the years. 
This should provide a sound basis for some type of financing against 
these equities. 

This suggestion is not intended as a substitute but rather as a sup- 
plement to a liberalized title I. Now with your permission, I would 
like to comment on this in terms of a particular example that I ran 
onto recently. And in just an aside before I get to that, there is a 
tendency to be preoccupied on the part of many of us with the prob- 
lems of blight and modernization in terms of urban centers and in 
so doing we have a tendency to overlook the fringes of our satellite 
towns, and smaller communities throughout the country where frankly 
the problem is just as important as it is in the cities. Now in these 
smaller communities and in these smaller towns, more frequently than 
you might suppose, the older properties are owned by people of ad- 
vanced years. Very often these people are on fixed incomes, pensions, 
or combination of varieties of fixed income. Not infrequently they are 
already of a social security age or are close to it. 

Now also more frequently than not there are substantial equities 
there and they have an interest in maintaining those properties. Now 
out in Kalamazoo, Mich., the citizens of the community have a pro- 
gram underway now on a voluntary basis where under certain circum- 
stances they are making loans to such individuals to permit them to 
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modernize their properties or at least hold them even as far as deterio- 
ration is concerned and they are even going so far as to forgive prin- 
cipal payments and collect interest only if there is evidence that this 
property will be passed along to a responsible heir at some time in the 
future or if such an heir is willing to also sign the note. Now the 
point I am trying to make here by this example is that part of our 
sroblem in combating blight is to take care of good, substantial, sound 
reese that are middle-aged and that very often the people that own 
them and have a real stake in them, it is their real life saving in many 
cases, are not in a position to carry high monthly payments. This 
needs recognition. 

Mr. Rarns. Do you mind if I interrupt you for a question ? 

Mr. Surruer. No, sir. 

Mr. Rats. You were not present yesterday during the hearing; 
were you ? 

Mr. Surpuer. No, sir; I was not. 

Mr. Rarns. Yesterday, we had considerable comment back and forth 
on the subject of housing for the elderly. 

Mr. Rarns. I made the statement yesterday, which is true, that the 
average Member of Congress today is receiving more mail on the sub- 
ject of housing for the elderly, and there seems to be a greater push 
for a solution to that problem throughout the country than any other 
facet of the housig problem. I think Mr. O’Hara will agree that 
there is more pressure for that type of housing program than any 
other particular type. So I suggested two things, and one of them 
seems to fit into your suggestion. One is that we have introduced 
a bill in which housing is provided for the elderly by the nonprofit 
organizations, and yesterday I made a suggestion that title I which is 
presently up for our consideration could be expanded sufficiently to 
where it not only would provide loans for the repair of homes but, as I 
stated a moment ago, for the complete change of those homes. An 
illustration I used was that in nearly every family, yours, mine, and 
everybody else’s there is an aged person, usually a mother or mother-in- 
law, who does not want to leave the old home place; she is alone, maybe 
she has some money, but she needs an apartment built into that home 
in order to have someone to live there with her. Do vou see any chance 
of using title I along the lines I have suggested there to help solve 
the problem for a great many of the aged citizens of this country who 
desire still to live in the old home place which may be a fairly good 
piece of property but needs changing ? 

Mr. SurrpHer. I think title I is appropriate for that purpose. How- 
ever, and this is a personal opinion, I must point out that I think in 
most cases or at least in many cases this individual of whom we are 
speaking, would have an income that would not be sufficient to carry 
the monthly payments under the relatively short personal credit type 
of concept that is inherent in title I. 

Mr. Rarns. Well, I am not sure about that. That type of person 
you are talking about, and they would likely be in the majority, it is 
true, would have to come under the program of the nonprofit insti- 
tutions that expect to build housing for the elderly under another sec- 
tion of the housing bill, which we have introduced. But there are a 
great many people in America who have sufficient income but they 
need someone to live with to not be left alone and it is that type of 
people that I thought we might bring under title I. 
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Mr. Surpner. Well, Mr. Chairman, I would like to point out, how- 
ever, that under title I as I understand it, you are not able to unlock 
in a sense, and I use that expression unlock, the equity that is in that 
property because that equity is a part of, in a sense, real estate credit, 
whereas title I is essentially personal credit and therefore the equity 
that they have built up over a period of years in this property which 
may be quite substantial is not available to them to in effect carry 
this on. 

Mr. Rains. You are thinking of title I as remaining frozen in its 
present status. 

Mr. Surrner. Yes; that is correct. 

Mr. Ratns. I am not averse to changing it completely and giving it 
entirely different form. 

Mr. Streuer. I must confess I was thinking of it in its present form. 

Mr. O'Hara. Is it possible for one advanced in years to get a loan 
under title I ¢ 

Mr. Suirner. Insofar as I know, sir, that is a question of the policy 
of the individual lending institution. 

Mr. O'Hara, What is the general policy ? 

Mr. Suipuer. Well, as far as I know, up to 55 years they do not 
make any particular restriction on it. I know of at least two cases 
where if they are past 55 years of age they may elect to shorten 
the term or reject the application. 

Mr. O'Hara. Say one past 55 by 10 years, aged 65, it would be 
very difficult to get a loan ? 

Mr. Sureuer. It might be. That again would depend entirely on 
the individual lending institution’s policy, because as far as I know, 
there are no regulatory provisions which direct them in one way or 
another on this point. 

Mr. Rains. That is not in the act. 

Mr. Surrurr. Or in FHA’s administrative regulations, I believe. 

Mr. O'Hara. What provision could we put into the act to help the 
elderly person to get a loan, anything? 

Mr. Suirner. Well, I do not have any particular suggestion at this 
point, unless it might be that if they are concerned about it they might 
call for a cosigner. 

Mr. O'Hara. Your suggestion here is very good, it is heartening, 
but I am wondering whether we could expect any cooperation from 
the lenders of money. 

Mr. Streuer. I think so, because I think increasingly lenders are 
becoming conscious of the needs of better protecting our existing in- 
ventory because it is our largest single capital investment in this 
country and under those circumstances with the stakes that they 
have in it, I think both from that point of view and also from the 
point of view of public relations, it is good business for them, and 
I think more and more they are coming to that viewpoint. 

Mr. O'Hara. Now, I have in mind some streets in the district that 
I represent where practically all of the homes in a block are owned 
by elderly people who have retired from their activities and are living 
on limited means. Certainly they would like to modernize their 
homes, but at the present time I think it would be difficult for them 
s get loans to repair and make more livable the homes in which 
they live. 
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Mr. Suipuer. Well, that is why I indulged in this aside with your 
tolerance here because it is important. - 

Mr. O’Hara. I was wondering what could be done to induce the 
lenders to loan money to these people. 

Mr. Sureuer. That is why I raised the question of finding a way 
to unlock these equities. I must confess that I do not have any more 
specific suggestion to make here this morning than that which we 
have already covered. Now with further study there can probably 
be offered some ideas which are helpful. I am sure in FGH with 
all of the background they have they should be able to make some 
suggestion, too. 

Mr. O’Hara. I appreciate your opening the subject for discussion. 

Mr. Rarns. You may proceed, Mr. Slipher. 

Mr. Surpuer. I think I should also make it clear that we assume 
that the Federal Housing Administration will continue to guard 
against the possibility of abuse under title I as is possible in all 
kinds of personal credit financing. 

The committee might be interested in the fact that the National 
Association of Home Builders has for some time urged its local 
associations to be on the alert in their communities for abusive 
yractices in connection with home-improvement. financing. Also, 
in the preventive category in addition to FHA’s title I, we call at- 
tention to the fact that in the Housing Act of 1954, this committee 
made a salutory change in the Servicemen’s Readjustment Act of 
1944 under which any unused balance of the veteran’s entitlement 
could be made available to assist home-improvement financing. Just 
as an aside there, I am not sure that this is as well understood 
nationally as it should be, because it has not been used too much up 
to this time as far as I have been able to learn. Coming now to the 
general classification of corrective financing tools, we agree in gen- 
eral with the report of this subcommittee issued a few weeks ago on 
the subject of slum clearance and urban renewal. 

We feel that the committee’s analysis of the situation is basically 
correct. However, we are somewhat encouraged by recent indica- 
tions that some of the main obstacles to the effective use of sections 
220 and 221 in administrative regulations and attitudes are dimin- 
ishing. 

Mr. Rarns. I might say there that we are also heartened a bit 
by that. 

Mr. Sureuer. In both sections 207 and 220 we urge that the require- 
ments of cost certification be eliminated for rehabilitation projects. 
Cost certification is simply inapplicable to this type of construction ; 
as compared to new construction it is virtually impossible to accurately 
estimate in advance the cost of performing work on an existing struc- 
ture. Just as an aside at this point, having had quite a little experi- 
ence in this in order to learn something about it you cannot always be 
sure of what you are going to find when you open up an old building. 
To attract the necessary capital, therefore, an incentive must be pro- 
vided, not limited by actual costs plus a rigid allowance for profit. 

Since the sponsor in any case is incurring an unusual risk of loss if 
he is wrong in his original estimates, he necessarily requires the com- 
pensating possibility of a gain if he is efficient. 
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We believe that any standards that FHA adopts for this kind of 
work should recognize locat wishes and further should recognize that 
the objective is not to attain a modern and optimum standard but to 
upgrade, to the maximum feasible extent, properties created under 
former living concepts and now deteriorated or rapidly deteriorating. 

Now I would like to explain what I mean at this point just a little. 
The current standards which reflect modern technology in construc- 
tion were unknown 20, 30, 40, 50, or 100 years ago when many of our 
existing structures were built. Now it would be presumptive of us, 
it seems to me, to say that the construction procedures that they used 
were inadequate. 

If they had been inadequate, those structures would not be present 
today, and therefore, all I am pointing out is that they should not 
rigidly try to make over structures in current pattern or try to make 
over in architectural pattern because this is a changing thing. This 
goes in cycles and an intelligent approach to this question of standards 
really demands merely that we provide for a maximum degree within 
the feasibility of that which exists. 

It should be clear from our testimony that we feel there is still some- 
thing to be accomplished in the financing of home and property im- 
aeatyenaern For example, a problem to which we confess we have 
een unable to find any solution to suggest to the committee is the 
gap between the title I provisions for two or more family units— 
presently limited to a $10,000 loan—and the use of section 220 financing 
for the 1- to 11-family dwellings in federally approved redevelopment 
or urban-renewal areas. In many community areas there is a great 
need for rehabilitation not specifically related to federally aided proj- 
ects and for which title I financing is inadequate and section 220 1s 
unavailable. 

Now at this stage again may I indulge in a personal suggestion or at 
least raise a question which might lead to a suggestion. 

I am just wondering if it is not possible to utilize section 203 either 
as it is now, as it now exists or somewhat modified. 

Mr. Rains. We went into that with a great many witnesses yester- 
day, and those of us on the committee recognize a gray area in this re- 
habilitation program, just such as you have mentioned and I feel I 
should say that 203 is prevented from filling that gap because of a re- 
quirement in the law that it must have “economic soundness” and as 
a result you are unable to get the liberal terms which you need in that 
particular no-man’s land. So I do not see how 203 could do the job 
that you mentioned unless you had some liberalization of it. What is 
your opinion? Are you talking about 203 (i) ? 

Mr. Surpner. Yes, Mr. Chairman. 

Mr. Ratns. We refer to that as low-cost rural housing. 

Mr. Sirener. Well, I am concerned here just momentarily, and 
then I will get to the other subject, if I may, with again these fringe 
areas and satellite communities, because that constitutes one of the 
principal sources of deterioration and at present 203 (i), what used to 
be title I, class 8, is limited as far as I know to new construction, be- 
cause there has to be prior inspection or prior notification before 
insurance. 

Now peony some change in that or some review of that in terms of 
this problem might produce a tool for that use. Now, on the question 
of economic soundness under regular title II, when applied to existing 
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structures—and this is a personal opinion—I could not agree with 
you more, that there has to be a new look there because the determina- 
tion of economic soundness on existing housing requires most intel- 
ligent appraisal. 

Mr. Rats. Well, now 220 for instance in the same field does not 
have the same economic soundness requirement. 

However, in order for it to operate it must be in an urban renewal 
area. 

Mr. SurpHer. That is correct, and that is why I used this expression, 
the gap. There isa gap that exists. 

Mr. Rains. I recognize that as a gap, too. Now as to the 203 (k) 
in the bill, which I introduced recently on housing, we provided Fannie 
May support in the mortgage market, special assistance. We did it 
at that time in the hope it might be used to help in some measure the 
very urgent need for some program for rural housing which is as 
»ressing as some of the other problems. That might be amended to 
be used in this so-called gap or gray area. 

Mr. Sureuer. I would like to leave that subject with this point : Take 
a look at it from the standpoint of existing structures as well as new. 

Now in summary, we thoroughly agree that this entire subject is 
well worth a continuing study. The committee may be assured that the 
National Association of Home Builders and I personally stand ready 
to assist the committee in its efforts to improve and round out the 
available financing tools in this field. 

Mr. Rarns. Of course, getting back to 203 (1), I saw some of those 
homes once on Long Island, and the only trouble you have with those 
in cities, especially where you have any kind of workable program 
going is they would likely be in violation of the codes or ordinances. 

Mr. Surpner. Very often that is true, and again, I point to its appli- 
cation on existing structures. Because if I may use the experience 
of our city of Los Angeles where we have gained quite a lot of back- 
ground now by law enforcement procedures, we find that when you 
get into the outlying areas, the fringe areas, the problem of bringing 
them up to standard is difficult if you use the downtown area standard 
as necessary, and they are increasingly coming around to the point of 
view there that some intermediate category is in order, and that is 
why I was looking at title I class 8 and then moved from that into 
203 (i). 

Now I would also like to comment, if I may, just for a second, on 
the fact that the trade-in program which FHA is now working dili- 
gently on to make more effective is here and there beginning to show 
some results, and I think that they should be commended for taking 
steps to begin to make that work. Because it, again, is one of the 
tools that we need, and we need them all. 

Mr. Rains. That is right, and some of them expanded. 

Mr. Sureuer. That is right. 

Mr. Rarns. One question and then I will pass on to the other mem- 
bers. Mr. Cole, before the committee yesterday, held to his rather 
optimistic viewpoint that we would get 1,300,000 housing units this 
year. What is your idea; do you think we are going to achieve that 
this year? 

Mr. Suieuer. Well, you will understand that my comment is per- 
sonal and, therefore, it is merely a personal opinion. I would be very 
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much surprised if we reached 1,300,000 this year. I think this is a 
very remote possibility. I think there are a number of reasons why 
and 1 think perhaps—and I say perhaps—there has been a tendency 
in the last few weeks to be a little optimistic because we have had a 
plone of starts. Now I would like to point out that we have had some 
very bad weather in a number of sections of the country that delayed 
starts for a while. Those are now hitting us, those immediate starts, 
but my situation presonally is such that I have had an opportunity 
to do some checking around the country in various places of what is 
out ahead in the way of options, tentative maps filed, and the other 
you might say weather marks as to what we can expect next fall and 
1 must say very, very seriously that I just do not think we are going 
to get 1,300,000 units this year. In fact, I am pretty sure of it. 

Mr. Rarns. Well, ordinarily the building rate decreases in the latter 
part of the year, instead of increasing and I have been doing a little 
figuring on the question—we would ‘have to get up to a proportion- 
ment ration of about one million and a half starts a year from here 
on out, in order to be able to achieve 1,300,000 or 1,400,009, and the 
pattern usually is that there is a reduction in starts as the year goes 
along; isn’t that right ¢ 

Mr. Suipuer. That is right. 

Now, I would like to comment on two other things in that connec- 
tion. One is that I believe that FH.A’s applications on existing have 
held up remarkablly well, but I think there has been some falloff as 
compared with the usual seasonal upturn this spring on new. 

I also think that with the amount of money that is going into new 
industrial construction already committed for this year—— 

Mr. Rays. Are you speaking of mortgage credit, the big portion 
of it going into industrial construction ? 

Mr. Sureuer. I am merely speaking in terms of money as a com- 
modity, that a lot of it is going, in my opinion, into industrial con- 
struction this year and that will tighten the available supply for home 
mortgages, because it is just a question of whether there is enough to 
go around. 

Mr. Rains. Where do you operate in the home-building business, in 
Los Angeles? 

Mr. Surpurr. Los Angeles and also in the bay area. I am an asso- 
ciate of Fritz Burns in those two areas 

Mr. Ratns. Yes, we know Mr. Burns. 

That isa very good statement, and I appreciate it. 

Any questions, Mr. O'Hara ¢ 

Mr. O’Hara. I have been very much interested in your fine state- 
ment, and especially interested in your stressing the difficulty of older 
people in getting repair loans. 

I wonder what you would think of a new program establishing a 
new FHA mortgage-insurance program. Would that program, if 
established, tend to induce lenders to lend money for repair purposes 
in the area we are discussing ? 

Mr. Surpuer. Well, now, Mr. O'Hara, I am not sure whether I 
understand whether this would be confined to use for modernization 
and repair only, is that correct ? 

Mr. O'Hara. Yes, a program for that one purpose. 

Mr. Surpuer. And would this provide for longer term amortization ? 
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Mr. O'Hara, It might, and if this were done, the lender would possi- 
bly participate in order to avoid having the mortgage loan taken to 
Fannie Mae. 

Mr. Super. Well, now, would this require the retirement of any 
existing loan on the property before it could be effected ? 

Mr. O'Hara. Well, how inclusive the program would be I wouldn’t 
be prepared tostate. I would say that it would. 

Mr. Suiruer. The only reason I raise that question, Mr. O'Hara, 
is that I have heard of a proposal which in effect: would provide, and 
this is oversimplification, an insured second mortgage, so to speak. 

Now, I didn’t know whether that was what you had reference to or 
not. 

Mr. O'Hara. No, that is not what I had reference to. This would 
merely be the establishment of a new program in the repair and rehabil- 
itation field. If the private lenders would not lend the money, then 
the borrowers could go to Fannie Mae and the fact that they could 
go to Fannie Mae to get the money would probably induce the lenders 
to grant the loans on a larger scale than they now are doing. 

Mr. Suipuer. Well, it would probably require a lot of money to do 
that, at least in Fannie Mae, because there would be many areas in 
which because of neighborhood situations, general deterioration of the 
neighborhood, people would be in effect bucked over from the private 
lender into this category. That is just a comment in passing. 

I have one other comment on it, and that is this: In view of the 
fact that often there is a modest first mortgage on these existing prop- 
erties, proposing this as a solution would probably mean the retire- 
ment of that first loan and the placing of a new loan, and the cost of 
that change in some States and under some circumstances would be a 
fairly substantial cost. That is no reason for not doing it. Iam merely 
pointing that out that in replacing an existing loan with a new loan, 
that is an experience that somebody might not feel that he could 
swallow. I have in mind your statement that in the case of many of 
these properties owned by older people they have a substantial equity. 

Mr. O'Hara. And a repair loan would be very sound. 

Mr. Surpuer. That is right. 

Mr. O’Hara. And yet the private lenders might not, because of the 
age of the owners, grant the loan. 

Mr. Sureuer. I am inclined to think that a second loan in effect, 
some kind of a second mortgage, might be more appropriate and regu- 
late it in such a way or arrange it in such a way that recognition could 
be taken of the age of the applicant, which might call for a cosigner 
or might cali for evidence such as a will or something of that sort, 
leading to its being passed along to another responsible owner. 

Mr. O’Hara. Of course that would entail a good deal of red tape 
and would bring into play certain factors, that is, one who is an ex- 
pectant heir doesn’t like, out of a sense of delicacy, to advance his 
expectancy to the point of asking for the signing of papers by some- 
one from whom he eventually expects to receive the property but who 
is still very much alive. 

Mr. Surpuer. That is true. I recognize that psychological factor. 

Mr. O’Hara. That human factor would operate. 

Mr. Surpuer. That is true. Perhaps just a simple cosigner there- 
fore would be more appropriate. 
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Mr. O'Hara. I suppose you can call a repair loan under title I a 
second mortgage to the extent that there is a prior mortgage on the 
property usually. 

Mr. Suirner. Except with title I it is strictly percentage credit in 
its concept, and therefore we miss the opportunity of it in any way 
utilizing the equity that is in that property which constitutes their 
Sav ings. 

Mr. O'Hara. Well, of course I know you would want to think it 
over. 

Mr. Suipver. I would have to. I can certainly concur with the 
thought that something in this general area is necessary. 

Now, just what is the best way to do it, sir, I am not sure, and it 
would be presumptive of me to guess at it at this point. I am sure 
that the committee and others who have been studying it and who 
will be continuing to study it can find an answer to it. 

Mr. O’Hara. You appreciate, of course, that it is a subject that 
this subcommittee is very much interested in, and we are seeking 
for some positive remedy. The staff has been very diligently, for 
a long number of months, studying the subject. 

Mr. Surpner. Well, Mr. O’Hara, you mentioned questions of com- 
plications and processing and all that sort of thing. I would guess, 
and this is purely a guess, that if Fannie May 1s involved as the 
backup on this, there would inevitably have to be quite a bit of process- 
ing there, too, and I would agree with you completely that the simplest 
kind of _application and the simplest ‘kind of processing is necessary 
if this is to be effective because these people that we are trying to 
reach here in our discussion are not skilled, in the art of mortgage 
lending and long and formidable forms and imposing specifications 
and all that really confuses them and distress them and often simply 
turn them away and as a result another building deteriorates further, 
so simplicity is very essential in this. 

Mr. O'Hara. And, of course, you are interested in finding a money 
supply to make possible this very much needed work. There is not 
only a need by the owners of these properties and the occupants of 
them, but by the building industry. 

Mr. Surewer. Well, I will just have to say at that point as a hunch 
that I think there is an increasing amount of money available in this 
field, if we can find a way to use it. 

Now I again refer to these equities, and there are a number of 
smart merchandising plans these days in the life-insurance field that 
are finding ways to unlock these equities, and I for one would like 
to see some of that money used in regenerating the properties. 

Mr. O'Hara. You would not be prepared to say that the new pro- 
gram, such as suggested, might not be the key to the unlocking? 

Mr. Sureuer. Well, I just don’t know, frankly, without studying 
it further, Mr. O'Hara. I would like very much to do that. It 
sounds like a very interesting possibility. I just haven’t thought 
enough about it to be prepared to make an intelligent reaction, I am 
afraid. 

Mr. O'Hara. I appreciate your caution. Your opinion will be 
the better when it is not curbstone. I agree you should have time 
to think it over 

Mr. Suirrer. This is too important a subject to indulge in snap 
judgments on it. 
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Mr. Rarns. Dr. Talle? 

Mr. Tate. What is the situation with reference to materials ana 
labor? Are they adequate for the enterprises that are planned ¢ 

Mr. Siipuer. Well, now, sir, are we discussing only the field of 
modernization or construction in general ? 

Mr. Tair. Construction generally. 

Mr. Suteuer. There are spot shortages and there are indications 
that these will continue throughout this year, most especially in those 
materials which find their way into highways and industrial con 
struction. That is where we are more likely to have shortages. 

Now, we have been plagued by shortages in glass because of the 
tremendous replacement that has been necessary as a result of all of 
the bad weather all over the country in 1955. The glass industry has 
been taking steps to correct that situation and have made quite a little 
bit of progress, but I must say that we home builders are concerned 
about the availability of materials in some special categories. Now 
we are less concerned than we were a few months ago for two reasons: 
One, we are encouraged by steps that have been taken by producing 
organizations to offset it, and, two, the personal opinion that I voiced 
here a little earlier that we are less optimistic about how many houses 
are going to be built in 1956 than are some. 

Now, this is personal on my part. 

Mr. Tatxe. You are probably referring to cement and steel in ad- 
dition to glass? 

Mr. Sutrver. Cement, steel, and gypsum products, essentially. 

Mr. Tautr. The steel situation, particularly fabricated steel, how 
has that been, and what is the supply situation now 4 

Mr. Surever. Reinforcement bars and the kinds that end up into 
houses, of course, heavy structural steel seldom finds its way into 
houses. 

Mr. Tatie. You mentioned industrial construction. Taking con- 
struction as a whole, home building, commercial and industrial, it 
may be that commercial and industrial construction is going up at a 
time when there is some decline in home building. 

Mr. Suteuer. I personally think that is happening in this year of 
1956, yes, sir. That is a personal opinion. 

Mr. Taute. That is not unusual in the history of construction, it is? 

Mr. Streuer. No, sir; there are fluctuations in this respect. 

Mr. Tauxe. It happened in the twenties when the one kind of con- 
struction went down, the other went up. So looking at the whole 
picture, what would your guess be as to total construction, including 
homebuilding, commercial construction, and industrial ? 

Mr. Sutruer. Well, how would you want me to try to express this? 
I hasten to add that I am no economist and I am sure you know that. 

Mr. Tatxe. No, I don’t know it. 

Mr. Surener. I certainly am not. I would not pose as one either, I 
assure you. 

Well, I have seen a variety of forecasts on this, and all I can do is 
relate to you my reactions to those. 

I think there is indication that the total volume of construction in 
1956 will probably exceed 1955 by some degree, but that there will be a 
shift within the various categories, more commercial, and certainly 
more industrial, more highways, and more heavy construction work, 
in other words. 








92 INVESTIGATION OF HOUSING, 1955-56 


Mr. Tate. Our construction statistics are not so good as they 
should be, and the President recognized that in his budget message 
this year. He would like improvement in construction statistics, 
and | certainly agree with him. 

Mr. Strenrr. I would certainly voice both for myself and for the 
National Association of Home Builders the hope that we will in the 
future have better construction statistics to work on because they 
are badly needed in many, many ways. 

Mr. Tair. Thank you very much. Thank you, Mr. Chairman. 

Mr. Rarns. Any questions ? 

I have two short questions, and then we will pass along. You 
mentioned the second mortgage proposition and discussed it with 
Mr. O'Hara. Of course one of the proposals that is being bandied 
about nowadays that might meet this particular gap or gray area is 
a second mortgage such as you describe. The proposal is made to us 
that it weuld be a guaranteed second mortgage for loans ranging 
from 2 to 7, with terms ranging to, say, 20 years, and with an interest 
rate of 5 or 51% percent simple interest, and if necessary the closing 
cost cculd be incorporated into the loan. Then you would have FHA 
valuation, and presumably would have more liberal standardsto FHA, 
to guarantee second mortgages in most of the areas where the houses 
are probably located. 

Now, of course, that suggestion has been made to the committee and 
as I stated to witnesses yesterday, none of us, individually, have any 
firm feelings about the matter. But what is your idea about the 
operation of the second mortgage ? 

Mr. Suiruer. I would have to again express a personal opinion be- 
cause we haven't had any chance to study it as an organization. We 
would like to do so. 

As a personal opinion, I can’t find anything wrong with it, frankly. 
I would have to answer your question that way. 

I would, however, add the one caution, that I think it is quite im- 
portant, if possible, to include some recognition of the older bor- 
rower becanse if we are talking about 15- or 20-year terms, we are 
automatically running head on into this problem of the so-called 
old-age barrier, as one banker expressed it one day. 

Mr. Ratns. Well, of course, there are certain things about a second 
mortgage that keep it from being very—well, looked upon with favor. 

Now, there is one other proposal which has been made to us, that 
there be a new insurance section set up in FHA to insure first mort- 
eages, the proceeds of which would be used both to retire existing 
indebtedness, and to finance needed improvements. In a way it would 
be quite similar to section 203. The main difference would be that 
more liberal standards would be written into the law so that FHA 
could insure loans in areas and sections which it now feels do not 
qualify under section 203. That would eliminate or change, per- 
haps, the economic soundness theory. 

What do you think of that approach to it? 

Mr. Stipner. Well, I think this is necessary in one form or an- 
other, if we are going to close this gap that we were talking about 
earlier. 

Mr. Rarns. In reality, don’t you think that the second proposal 
might be of more help to the elderly than the second mortgage? 
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Mr. Surewer. I think, for the reasons that you have mentioned, 
some of which are, frankly, psychological, it very likely would be. 
I call attention, however, to this possibility: That the first proposal 
might be limited to those houses built under either the VA program 
or the FHA program, wherein there is already an insured first. In 
a sense, I am kicking back now to the old 505 (a), which was for all 
practical purposes a Government-insured second. 

Now, making that available on properties that were built under 
FHA insurance would cover quite a substantial number of proper- 
ties across this country, some of which are 20 years old or more now, 
so possibly the two together, under some such team arrangement, 
would make good sense. 

Mr. Ratns. The first opportunity you have, Mr. Coulter, and you, 
Mr. Slipher, with your organizations, suppose you give it some study. 

Mr. Surpurer. We would like to, because that is just an off-the-cuff 
reaction. 

Mr. Rarns. I assume that you as a homebuilder would be mterested 
to know that yesterday five of us introduced a bill to continue the 
VA housing program. Do you favor that? 

Mr. Suipner. To that I say hallelujah. 

Mr. Ratns. Thank you very much, Mr. Slipher. 

Mr. Surpuer. Thank you very much. 

Mr. Rarns. The next witness is Mr. D. C. Lingenfelter, managing 
director, Home Improvement Contractors National Association, and 
Mr. John H. Haas, executive secretary, Metropolitan Association of 
General Improvement Contractors. 

Come around, gentlemen. We are glad to have you, and I see you 
are together. 

Now, you may proceed in any manner you see fit. 

You have a written statement here ? 

Mr. Lincenrevter. We have, yes, sir. 

Mr. Rarns. All right, you may proceed. 


STATEMENT OF D. C. LINGENFELTER, MANAGING DIRECTOR, 
HOME IMPROVEMENT CONTRACTORS, NATIONAL ASSOCIATION, 
NERSICA, INC., NEW YORK, N. Y.; AND JOHN H. HAAS, EXECU- 
TIVE SECRETARY, METROPOLITAN ASSOCIATION OF GENERAL 
IMPROVEMENT CONTRACTORS, WASHINGTON, D. C. 


Mr. Lincenretrer. Mr. Chairman and members of the committee: 
I am Don C. Lingenfelter, managing director of NERSICA, Ine., a 
national association representing the repair, service and home im- 
provement contractors of the United States. It is estimated that 
there are approximately 100,000 of these, and, although, of course, 
we do not have the membership of all of them, we have for many 
years been recognized as the spokesman for the entire home improve- 
ment segment of the construction industry. 

Our main objectives are to strengthen the position of ethical con- 
tractors whose professional conduct and performance, in the light 
of the data furnished you heretofore, charges them with the grow- 
ing responsibility in the process of bettering our standards of living. 
Clean trade practices, good public relations and the desire to effectively 
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serve and protect millions of homeowners throughout the land are 
some of the reasons why we are before you, this committee, to help 
obtain the kind of legislation we feel is needed in the public interests. 

The sales of these contractors represent the protection of a life- 
time investment of those who purchase from them, a large percentage 
of whom are in the low- or medium-income bracket. These buyers are 
the most responsible group in America. They are the ones who have 
invested their lifetime savings in their homes. The only way they 
can protect their investment is to keep it in a livable condition ac- 
cording to today’s standards. I am sure that we are all in agreement 
in the fact that well-maintained homes are an essential part of our 
national economy. 

For the past 33 years, until February 1, 1956, I have been a con- 
tractor, specializing in home improvements, a member of this associa- 
tion since its inception in 1934, a past president of the association, 
and its treasurer for the past 9 years until February 1, when I accepted 
the assignment as its managing director. It is with this background 
of experience that I appear before you today. I have with me Mr. 
John H. Haas, the executive secretary of our affiliated group here 
in Washington, who is by profession a mortgage loan consultant. 

Insofar as the FHA title I home improvement loan insurance pro- 
gram is concerned, we wish to go on record to the fact that we heartily 
endorse, and would be only too glad to submit concrete reasons why 
we endorse the current proposals for liberalizing this aspect of the 
program, namely: 

1. Place title I on a permanent basis, or at least for a 5-year period, 
with a commitment to renew or eliminate 1 year before the expira- 
tion date; 

Eliminate the 6 months’ occupancy clause. Our reasons for this 
demand have already been submitted under the letter of / — 11. 

3. Increase the maximum loan on single family homes from $2,500 
to $3,500, at the prevailing rates of interest, which is 5 percent up to 
b $9500 and 4 percent over that. 

May I point out that in my former connection as a contractor we 
financed all of our own business as far as the time payment business 
was concerned, at FHA rates and I wholeheartedly concur with the 
testimony that was presented yesterday to the effect that any lowering 
in the interest rate will cause more and more lenders to desert FHA 
title I, create their own plans at higher rates of interest, at the expense 
of homeowners whose interest we are here to protect. 

Mr. Rarns. Let me ask you a question there. 

Did it ever dawn on you that the homeowner might not take that 
higher rate of interest ? 

Mr. Lincenretter. Unfortunately, Mr. Chairman, it doesn’t work 
that way. I have been right out in the field, and I can say to you 
that my experience causes me to have a very definite opinion that ‘the 
average home improvement contract that is sold, the home owner 
doesn’t realize whether he is paying 5, 6, 7, or 8 percent. 

Mr. Rarns. There are some of us who believe that the falling off 
in the number of title I loans from some two million in 1953 to six- 
hundred-and-some-thousand was not alone because of the 6-month 
period but might have been because of the high interest rate now on 
title I. Do you believe that? 
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Mr. Lincenretter. Frankly, I do not. As I stated just a minute 
ago, it is my absolute opinion that it works exactly the opposite way. 

Mr. Ratns. Well, of course, there may be some people who don’t 
know what interest they are paying, but it is my opinion if you load 
this thing down with high interest, you are going to kill the program, 
whereas a banker might make as much money in the long run off of 
his own program at high interest rates; he will curtail it. He won’t 
get as many applicants. So I want to see an interest rate consonant 
with what it takes to get the job done and make a fair return for the 
one who lends the money, but I don’t like the feeling that we just have 
to keep upping interest rates. 

Mr. Lincenretrer. Well, Mr. Chairman, we agree wholeheartedly 
with the idea of keeping the interest rate as low as is possible, but from 
my experienec in the financing that we did of our own business, I can 
say to you that, as was testified here yesterday, that there are a good 
many of the smaller loans on which we, and I know the financial in- 
stitutions, did not make any money, and therefore I feel that 5 percent 
up to $2,500 is justifible. Above that I concur wholeheartedly with 
the 4 percent rate. 

Mr. Rarns. You may proceed. 

Mr. Barrerr. May I ask a question ? 

Mr. Lincentsurer. Yes. 

Mr. Barrerr. You say in the second paragraph: 

Our main objectives are to strengthen the position of ethical contractors whose 
professional conduct and performance— 

I wonder if you would embellish that; how can you strengthen their 
ethical conduct ? 

Mr. Lincenretrer. That is the aim of our association. I wish I 
had here with me—unfortunately, I do not— 

Mr. Barretr. Not to interrupt, but may I say this: Does your asso- 
ciation contemplate striking out all of the small print contained in all 
of your contracts? 

Mr. Lincenretrer. That depends on what is contained in the small 
print. 

Mr. Barrerr. I am speaking of the deceptive language. 

Mr. LINGEN¥FELTER. I understand and you understand as an asso- 
ciation we can only recommend. We recommend to our members that 
they avoid any of those types of clauses which really have no place 
exceptwhere a job is sold under high-pressure terms and things of that 
nature. Isthat what you have reference to? 

Mr. Barrett. I do have reference to that in a sense, but I was won- 
dering how you are going to strengthen the position of the ethical 
contractor. What must be done to strengthen that position? Do you 
now consider some of them unethical ? 

Mr. Lincenrerer. Are you speaking now of general home im- 
provement contractors ? 

Mr. Barrerr. Those with whom you are associated. 

Mr. Lincenretter. Those with whom we are associated ? 

I would say to the best of our knowledge, the very high percentage 
of our members do abide by our code of ethics, and any member who 
abides by a NERSICA code of ethics is definitely not an unethical 
contractor. 
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Mr. Barrerr. Well, in any of your code do you use the small print ? 

Mr. Lincenretrer. No; I would not say in any of the code is there 
any small print used. I don’t believe I quite follow your thinking 
there. 

Mr. Barrer. Well, in any of your agreements are there any clauses 
which state the contract cannot be canceled and that if it is not fulfilled, 
the person in agreement with the contractor would have to pay a 
certain percentage of the amount agreed upon in the contract ? 

Mr. Lincenretrer. Well, now, this is merely an opinion because of 
course, I have not seen the contracts of the hundreds of members that 
we have, but it is my opinion that that would be found in but a very 
small percentage, if any, of our members. That I do not have anything 
definite on. I couldn't say anything as to that on a definite percentage 
basis. 

Mr. Barrerr. I don’t quite understand why you use this statement, 
then, the statement to strengthen the position of the ethical contractors. 

Mr. Lincenrevrer. Well, the reason why we do that is because, as 
I expressed before, it is the purpose of NERSICA to combat all 
methods of unethical means of sales or installation of home improve- 
ments, bait advertising, and all things of that nature, and through that 
medium we hope to eliminate that particular type of contractor that 
is in the business as rapidly as possible, discourage them at least. 

Mr. Tatix. Will you yield, Mr. Barrett? 

A couple of years ago an interesting term was used in our hearings. 
It had to do with the conduct of some people. Those people were 
called “suede shoe boys.” Are you familiar with that term and 
what it connotes? 

Mr. LinGENFELTER. Yes, sir. 

Mr. Tarte. Are there any of those traveling about now ? 

Mr. Lincenrevter. Frankly, there are, and may I say, referring 
back to the question that the chairman asked me a few minutes ago, 
that any reduction in rate of FHA title I that will cause more bank 
plans to come into existence will bring available financing to more 
of these suede shoe boys. That is why we do not like to see that rate 
get so low that the independent bank plans can come into existence 
to the dergee at the higher rates of interest where these suede shoe 
boys can operate. 

Mr. Tate. My colleagues suggest that the manufacturers of shoes 
might quit making suede shoes. 

Mr. Lincenre.ter. That isa very good suggestion. 

Mr. Taute. I believe industry is attempting to clean that up. 

Mr. Lincenrerer. We are doing everything within our power, sir. 

Mr. Tate. Thank you. 

Mr. Rarns. You may proceed with your statement. 

Mr. Lincenrevter. Fourth: Increase the maximum repayment term 
on single-family homes from $10,000 to $15,000 and the term of repay- 
ment from 7 to 10 years. 

However, inasmuch as the reasons for the need of liberalizing the 
FHA title I loan have been so efficiently covered, and the proposal of 
a guaranteed second mortgage has or will be adequately explored in 
the testimony presented at this hearing, I am going to devote the 
time allotted to me this morning in presenting one additional avenue 


in the field of rehabilitation and home improvement financing which 
we think has merit. 
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My reason for doing this is that, although we are in accord with 
the proposition that a liberalized FHA title | would play an important 
part, however, we also agree with the thinking that has been suggested 
to the effect that this form of financing can at best supply only a 
partial answer to our overall problem. 

We believe that there are at least two very important reasons why 
we need additional media of financing. 

First, the ambitious programs to stimulate home improvements, 
such as “operation home improvement,” “ °56 the year to fix,” as was 
brought out by Mr. John Doscher yesterday, “the urban renewal pro- 
gram” and “action,” are already creating a desire for home improve- 
ments on the part of many far in excess: of their ability to pay under 
the present short-term financing now available. 

Second, it seems apparent that our present program for the “re- 
habilitation of slums and blighted areas” will continue to create new 
slums or blighted areas unless we find a new medium of financing ex- 
tensive repairs in the “fringe or adjacent areas.” Owners in these 
areas are almost invariably in the low or medium income bracket and, 
although they desire to bring their homes up to modern standards, 
the cost is so high that they likewise are unable to do so under present 
short-term financing. To us it would seem very apparent that unless 
we find that new medium of financing it is very possible that today’s 
fringe area will be tomorrow’s slum or blighted area. 

It is the purpose of the next portion of this testimony to call to 
your attention certain facts and figures intimately and seriously 
affecting present conditions in the housing picture with specific refer- 
ence to home improvement financing. 

The following data is taken from surveys and statistics of govern- 
ment agencies and relevant industry studies: 

Approximately 25 million homes are now, or soon will be, in need of essential 
repairs or improvements in order to preserve their basic livability. 

Approximately 10 billions of dollars are expected to be spent by homeowners 
in 1956 for home improvements. 

In a recent Federal Reserve survey, over 22 percent of homeowners questioned 
stated their intent to complete extensive home improvements in 1956. 

By the end of 1955, the total mortgage debt on nonfarm dwellings of non- 
corporate borrowers exceeded one hundred billions of dollars; conservative 
estimes indicate that at least one-third of this debt is invested in properties 
requiring essential improvements. 

During 1955, approximately 1 million homeowners obtained about 650 millions 
of dollars under title I; an unspecified number of others borrowed $7 billion 
under other credit plans. 

The above data contains some important revelations: 

1. Over 10 million homeowners will spend over 10 billions of dollars 
on improvements in 1956. 

2. Only 10 percent of them will use title I loans. 

3. Another 10 percent will come from other credit plans aside from 
mortgage loans. 

4. This leaves over $8 billion for home improvement financing un- 
accounted for. 

This obviously invites the conclusion that title I provisions, in 
their present form, do not adequately provide for the task at hand 
and that other forms or systems are now being used. 

Mr. Rats. Could I interrupt you there? 

It appears to me that other $8 billion might be paid for out of 
their pocket. There would be nothing wrong with that. 
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Mr. LinceNrerrer. No, sir; there would be nothing wrong with that. 

Mr. Ratns. Go ahead. 

Mr. Lincenrevter. In order to illustrate the advantages and dis- 
advantages of the various avenues of improvement financing now 
available together with the NERSICA formula as proposed here- 
after, I submit the following chart based on a contract price of $3,000: 











| 
Plan Interest Monthly payment pag 
| 
FHA mortgage loan... -.........----| 44% plus 4 percent.-...-.----- | $16.11; 30 years..........- $5, 250 
a _..| Simple interest_. _.| $19.80; 20 years..........-- | 4, 500 
Conventional mortgage loan - ..| 5 percent, some “5% and 6 $28.73: 4, ESS | 4,125 
percent. $31.83; 10 years.........-.- 3, 75 
Titie I, presemt.......... _...-.-----| 5 percent discount interest... -| $95.82; 3 years : | 3, 450 
Title I, proposed; 5 years - - - .| 5 percent discount interest..-..| $63, approximate -_-___-_... 3,75 
Bank plans, average including. life | 6 percent discount interest and hare UU. ee | 3, 630 
insurance. 1 percent insurance prem- $67.50; 5 years.........--- 4,050 
ium. 
Discount plans. ...........-.-- ....-| 6 to 9 percent discount in- | $75, approximate; for 5 14, 500 
terest. years. 
Disposab! 2d trust notes with 5 | 6 percent simple interest.___._| $30 to $33 24,950 
years clause. 
Nersica formula: Improvement | Simple interest of 5 plus % | $24.54; 15 years- 4, 236 


mortgage as proposed hereafter. | percent. 





! Or less. 
? Or more, 

This chart obviously leads to some conclusions which may be briefly 
summarized as follows: 

1. To establish a rate of preference we must differentiate between 
total cost and monthly cost to owners. According to the former, 
title L is the best plan; according to the latter, the mortgage loan by far 
outranks any other system. 

2. Homeowners in need of improvement financing are, almost. with- 
out exception, in the medium and lower income brackets. To them, 
the monthly cost far outweighs consideration of total cost, since the 
maintenance of a reasonable monthly budget is their main concern. 

May I say that this fact was emphatically called to our attention 
yesterday both by our chairman and by Representative O’Hara. 
Therefore, in order to adequately serve a substantial percentage of 
the need for protection and improving the basic livability and utility 
of our American homes, we respectfully submit for your consideration 
a new plan which we have called the “NERSICA formul: a,” designed 
to absorb most of the financing requirements for home improvement 
when and where title I is not ‘applic able. 

Before presenting Mr. John H. Haas, who will outline the 
NERSICA formula, may I point out that we do not present this 
formula ss “the absolute cure for all ills.” However, if our humble 
suggestion should become useful in the preparation of a cure for our 
present program, your time and patience will not have been wasted. 

Now, may I present Mr. John H. Haas, who will outline the pro- 
posed NERSICA formula. 

Mr. Barrerr. Mr. Chairman, before Mr. Haas takes over, I wonder 
if T could ask this question. 

Mr. Lixcenretrer. I will be very glad to try to reply. 

Mr. Barrerr. Do all of the associate members use the same type 
agreement in the contracts ? 

Mr. Lincenrevrer. Do all of the Association members have the 
same type of agreement in the contract? No, no, an association is not 
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for that purpose. We do—in fact, 4 years ago we made a very care- 
ful study of what should be in a contract to protect the contractors’ 
interests, and the homeowners’ interests, and we suomitted that as a 
proposal to our members. However, we have no idea of how many are 
using that or just what form they are using, sir. 

Mr. Barrerr. Do you think if we used FHA title I mortgages there 
should be any restriction from the cancellation standpoint, allowing 
the individual homeowner sufficient time to change his mind before 
he would be responsible for any percentage of the contract? 

Mr. Lincenrecter. I would say that that is something that would 
require an awful lot of study before I would want to state a definite 
opinion. My opinion at the minute would be that I do not believe 
that a clause of that type would be equitable as far as the contractor, 
because unfortunately, Mr. Barrett, you must realize that there are 
unethical homeowners, the same as there are unethical contractors, and 
there are cases where a homeowner, for no apparent reason, will 
change his mind to the detriment of the contractor. 

Mr. Barrerr. Well, what would you say about this? A homeowner 
who is 75 years old was sold a bill of goods by a representative of a 
home builder’s remodeling agency to remodel her home after she had 
just completed paying off the mortgage on it. The following morn- 
ing she called the contractor or the representative of the contractor 
and said: “I am sorry, I can’t afford to go through with it.” Then 
she was told that she was responsible for 40 percent of the amount 
of the contract that she had agreed to? 

Mr. Lincenretter. Mr. Barrett, I can say to you that 

Mr. Barrerr. Would you call her unethical ? 

Mr. Lincenrerer. Absolutely not, and I would say to you very 
definitely that to the best of my knowledge no NERSICA member 
would take that attitude. 

Now, I grant you 

Mr. Barrerr. Well, let’s say that you have a very ethical organiza- 
tion. I can substantiate that. 

Mr. Lincenre.rer. You interrupted me, because I was going to say 
that I grant you that there are, unfortunately, too many contractors 
who operate just that way, and would definitely even go to the point 
of taking her to court to collect it. 

Mr. Barrerr. Well, would you give me your opinion on how we 
could protect the homeowners against such chiseling? I am speaking 
now of using Federal money. I am not questioning the States rights 
or anything of that nature. 

Mr. LincenFetter. No, I realize what you have reference to. 

I would say anything that can eliminate—now, we have something 
that we have battled for many years, and that is bait advertising. 
We have a meeting before the Federal Trade Commission in Newark 
next week in which we are going to recommend that in the sale of 
combination storm windows, especially, because that is where the 
greatest evil is, that a set price cannot be mentioned in that ad. If 
we can eliminate that, then they have got to advertise their product 
on the basis of quality and not gimmick prices merely to get their 
foot into the door and then upsell the job. And frankly that is ex- 
actly what is being done today. In fact, less than a month ago one 
of our real established and recognized magazines, Life magazine, got 
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into the midst of an advertisement for combination windows which 
they very much regret. today, and due to steps that NERSICA has 
taken, you can rest assured that that type of advertising will never 
get into that magazine, and probably any other of your better ac- 
cepted magazines, Those are the steps, Mr. Barrett, that we are 
trying to take to eliminate those things. 

Mr. Barrerr. Thank you, sir. 

Mr. Rarns. Mr. Haas, you may proceed. 

Mr. McDonoven. Mr. Chairman, before Mr. Haas proceeds, will 
you translate NERSICA for the committee ? 

Mr. Lincenrevrer. Yes, sir; NERSICA is the National Estab- 
lished Repair Service and Improvement Contractors Association. 

Mr. McDonoven. How many members do you have? 

Mr. Laincenrevrer. We have at the present time something over a 
thousand members. 

Mr. McDonoven. Is it nationwide; its membership ? 

Mr. Lincenrevrer. It is to a degree. Up until 2 years ago it was 
known as the Northern Roofing, Siding and Insulators Contract 
Association, operating only in the Northern States. Two years ago 
we started an expansion program to become national and we are grad- 
ually establishing councils in the Midwest and will gradually expand 
from there on. 

Mr. Rains. Mr. O’Hara? 

Mr. O'Hara. I have one question. 

The statement has been made that in neighborhoods where there 
are houses 20 or 30 years old and that seems to be deteriorating, that 
section 203 financing is not available because FHA will not insure 
loans in rundown areas of this character because of the economic 
soundness requirement. Do you agree with that statement ? 

Mr. Lincenrevrer. Yes, I do very definitely ; they will not. 

Mr. O'Hara. Thank you. That is all. 

Mr. Ratns. Allright, Mr. Haas. 

Mr. Haas. Mr. Chairman and members of the committee, my name 
is John H. Haas. 

In addition to serving as the executive secretary of the Washington 
Council of NERSICA, which by the way goes under the title Metro- 
politan Association of General Improv ement Contractors, which 
when you abbreviate it spells MAGIC, by profession I am a mortgage 
loan consultant and have been in related fields for over 10 years. 

May I insert at this point that I am working very closely with con- 
tractors not only members of the organization, but also nonmembers 
in this area, that I am working very closely with very many home- 
owners, and that the contents of my statement or any remarks that 
[ may make are the result of those contracts that go back over a period 
of years. 

Although I have included in my statement my thinking as the rea- 
sons why it is necessary to find some additional financing vehicle to 
take care of present needs, in order to leave sufficient time for dis- 
cussion of the proopsal I will make I am not going to take the time 
to read this part of my statement. 

The social and industrial growth of the United States since the 
end of World War IT has progressed at an unexpected rate of accel- 
eration which makes itself noticeable in certain conditions of our 
housing standards. During the war, building materials and skilled 
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labor were scarce, yet, the demand for new housing became more and 
more pressing. During the forties, millions of homes were built with 
a limit regarded for space, quality of materials, and workmanship, 
and consequently with a greatly shortened life expectancy. In addi- 
tion, the rapid increase in population and living standards rendered 
many more homes inadequate or obsolete than might have been antici- 
»ated under normal circumstances. More and higher earning capacity 
led to shifts in population trends, neighborhood requirements, and 
living patterns. The financial instrument most often used in the per- 
formance of these changes was the mortgage loan. 

Government-insured loans (GI and FHA) have helped new hous- 
ing to a considerable extent. There was, then, no acknowledgeable 
demand for refinancing or improvement financing. At the present 
time, however, history 1s catching up with us: millions of homes have 
deteriorated beyond expectation, have become too small or too ineffi- 
cient in their utility to serve the occupants. The only remedy left is 
to perform certain home improvements such as, essential repairs, mod- 
ernizations or additions which will reinstate the needed livability. 
To pay for such work—where surplus or savings are unavailable— 

requires some form of financing, either through personal credit or 
through mortgage loans. With ‘the majority of cases in medium and 
lower income brackets, personal credit is restricted by eligibility re- 
quirements and high monthly amortization. Mortgage financing, 
the only alternative, requires accumulated equity and paying capacity. 
Existing property records seem to indicate that neither is amply in 
evidence. 

Millions of new and old homes were purchased during the past 
decade, especially in the lower price brackets, with a minimum down 
payment and 1 or 2 maximum mortgages. ‘Today, after many years of 
amortization, the debt balances are down, but the payments are still 
as high as before, geared to the original amount of indebtedness. In 
a tight money market, as it prevails at this time, institutional lenders 
mostly refuse to refinance older property: available mortgage funds 
are channeled into more attractive investments, such as new home 
construction and purchase, and financing of modern, first-rate dwell- 
ings. Since real-estate evaluations have also increased together with 
the general price structure, millions of homeowners are forced to main- 
tain high monthly payments for the amortization of shrunken bal- 
ances without hope to utilize their existing equity, which constitutes 
an appalling waste of buried purchasing power and frozen assets— 
doubly deplorable when these same home owners face the imperative 
need to finance essential improvements. The reluctance of institu- 
tional lenders to refinance for home improvements on a conventional 
loan basis is matched by the restrictions of eligibility for government- 
insured types of financing especially under FHA: 

(a) Section 203’s minimum property requirements plus credit eligi- 
bility rules—and may I add also the principle of sound economic un- 
derwriting which is embodied in that section—exclude most older 
homes (and occupants) unless in the case of a disaster replacement 
(section 203 paragraph (h) ) ; 

(b) Section 220 is restricted to rehabilitation of slum dwellings in 
designated urban renewal areas and requires HHFA and local gov- 
ernment authorization—it is not applicable to the average individual 
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home in need of improvements—and May I amplify that: it has two 
strikes against it, sir. Number 1, it requires a corporate process of 
government and No. 2, it is never applicable to an individual home 
unless that home be located in one of the designated areas; and 

(c) Section 221 serves only the relocation of families living in areas 
designated as urban renewal areas. 

Now, when you assume, as has been stated here in the previous pro- 
ceedings, that section 220 is not yet a working proposition, that auto- 
matically eliminates 221, and to my recollection section 221 has not 
been mentioned in this hearing once. 

Now the NERSICA formula: 

The proposed legislation as outlined hereafter is designed to serve 
and help millions of home owners in the medium and lower income 
brackets with homes in acute or prospective need of essential improve- 
ments. It will also serve three purposes, namely: 

(a) It will make frozen equity available for basic reinvestment. 

I was very glad to hear this morning that the representative of the 
Home Builders Association was complaining about inability to un- 
freeze, to unlock equity, and believe you me, gentlemen, there is 
plenty of frozen equity available in this country. 

(6) It will, through lowering of monthly mortgage payments, re- 
lease a very substantial amount of purchasing power. 

(c) It will finance necessary improvements without increasing pres- 
ent financial burdens of the homeowner by utilizing the existing equity 
and the regained paying capacity. 

It is therefore suggested that certain provisions be enacted under 
title II, or any other title you see fit to use, of the National Housing 
Act to permit the Federal Housing Administration to insure mort- 
gage loans on existing single (and/or double) family dwellings erected 
prior to January 1, 1950. This is just an arbitrary date. Such loans 
not to exceed—again an arbitrary figure—$10,000 per unit, at a rate 
of interest of 5 percent plus one-half percent for mortgage insurance, 
and having an amortization period of not less than 10 and not more 
than 15 years (terms subject to change at the discretion of the Admin- 
istrator). Acceptance of any application through authorized lenders 
should be made subject to the following conditions: 

(a) Applicant must submit evidence that conventional sources of 
financing are not available for the loan applied for. 

(b) The mortgage request must absorb all existing encumbrances of 
record and cover certified cost of essential improvements with the 
exclusion of rebates, payoff of nonrecorded debts or any other services 
or materials not specified by the contract. And here I have to add, 
the date of recording those existing debts must be prior to either the 
enactment of this section or a specific date, so as to avoid, may I explain 
that here, that somebody puts a mortgage or mortgages on his property 
in the expectancy that with a small improvement loan, certified on top 
of that, the Government will come and insure the entire amount and 
pay him off. In other words, in order to avoid abuse of such an insured 
mortgage, the date of the existing incumbrances must have originated 
prior to, let us say, 1956. 

(c) Home improvements contracted for must be of such a kind— 
and here I quote FHA title I regulations—as to substantially preserve 
or increase the basic livability and utility of the premises; the work 
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must be performed by a contractor certified with lender and FHA 
after approval of plans and specifications. 

(¢d) Disbursements of proceeds shall not take place until the work 
has been completed, inspected by lender, and found satisfactory in ac- 
cordance with the terms and specifications of contract, including re- 
lease of liens furnished by contractor. 

(e) It shall be unlawful to offer or use property subsequent to loan 
approval as an additional security for any type of mortgage or trust 
loan as long as the improvement mortgage remains on record. 

(7) Existing minimum property requirements of FHA and stand- 
ards of credit eligibility now prevalent are reevaluated and liberalized 
for the purposes of this section. 

It should be noted that the foregoing outline represents a substitute 
or supplement instrument of home-improvement financing, thus will 
not interfere or compete with private lending functions. The scarcity 
of conventional funds for consolidation or improvement financing is 
largely explained by the larger risk incurred in such operations. With 
the substantial volume of property values at stake, the accelerated 

yace of deterioration and the large number of lower income brackets 

involved (current estimate: 10 million homeowners planning to spend 
$10 billion on home improvements during 1956) it has become impera- 
tive to provide adequate means of financing when and where private 
initiative is not willing or able to assume the responsibilities of prop- 
erly maintaining such a sizable part of the national wealth, which, 
may I add, is located in what you gentlemen have so correctly called 
the gray area. 

Mr. Rarys. Mr. Haas, in that proposal you really spell out in detail 
more clearly the proposal which I submitted previously to the witness 
for the home builders a moment ago and which has been made to us, 
and as I get it, your proposal is the detail of this one. 

Under this proposal, put in a new insurance section which would be 
set up under FHA to insure first mortgages, the proceeds of which 
would be used to retire the existing indebtedness and to finance needed 
improvements. 

In a way it would be quite similar to section 203, the main differ- 
ence being that more liberal standards would be written into the law 
so that FHA could insure loans in areas and sections which it now 
feels as the gray area do not qualify under 203. You have actually 
spelled out in full detail, and well done for that matter, that proposal. 

Isn’t that just about it in plain and simple language ? 

Mr. Haas. It would be, or let us say it sounds like it, but in the 
meantime there is one objection which has raised its ugly head, if I 
may say so, and that is that according to the experts, section 203 
should be left alone. 

Now, it is not for me to say this is correct or incorrect, but I don’t 
think it is important where you incorporate this new vehicle. The 
important thing is that you put it into effect in some form. 

Mr. Ratns. I didn’t necessarily mean to put it in 203. I said put 
in a new section. 

Mr. Haas. Yes. 

Mr. Rarns. If you will excuse me, I have an appointment and my 
colleague, Mr. Barrett, of Pennsylvania, is going to take over the 
gavel. 

Thank you very much. 
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Mr. Barrerr. Any questions, Mr. O’Hara? 

Mr, O’Hara. No. 

Mr. Barretr. Mr. McDonough? 

Mr. McDonoveu. No. 

Mr. Barrerr. Thank you, Mr. Haas and Mr. Lingenfelter. 

Our next witness will be Harry Held, vice president, Bowery Sav- 
ings Bank, New York, N. Y. 

We would like to have inserted in the record a letter from Mr. 
William E. Kramer, secretary of the Plumbing Fixture Manufacturers 
Association. 

(The letter follows:) 


PLUMBING FIXTURE MANUFACTURERS ASSOCIATION, 
Washington 6, D. C., April 17, 1956. 
Hon. ALBERT RAINS, 
Chairman, Subcommittee on Housing 
House Banking and Currency Committee, 
House of Representatives, Washington, D. C. 

Dear Str: The Plumbing Fixture Manufacturers Association, representing 
more tuan 90 percent of the productive capacity of the plumbing fixture indus- 
try, is deeply interested in the pending legislation relating to FHA title I. 

The granting of permanent status to, and liberalization of title I would, we 
believe, contribute immeasurably to the health, comfort, and happiness of many 
American families. Nothing in the home is so important and necessary to 
health and well-being as adequate plumbing. While realizing its fundamental 
importance to our civilization, its availability is taken for granted by the more 
fortunate segments of our population. 

To many Americans it would come as a distinct surprise to learn that, ac- 
cording to the 1950 United States Census, 12% million United States dwellings 
(1 of every 4) have no plumbing at all. An additional 7% million suffer from 
inadequate or unsafe plumbing facilities. 

Moreover, there are in our country today additional millions of aging homes 
with outmoded plumbing facilities which undoubtedly constitute a hazard to 
the health of the communities in which they are located. The continued dete- 
rioration of these homes represents a threat to community life, especially in those 
urban areas where the bulk of our population resides. 

Community deterioration results in lower property values which, in turn, dis- 
courages homeowners and landlords from investing in the maintenance and 
modernization of their property. This reluctance to reinvest capital accelerates 
the trend towards substandard conditions so that in a comparatively short period 
of time, a once respectable, attractive community can be turned into a dismal 
slum. 

The alarming spread of community blight in recent years has been a source of 
concern to both Government and industry. To combat substandard conditions 
action and operation home improvement have been organized. These efforts, 
supported by business and Government, are designed to assist communities and 
individual homeowners to check the spread of blight and to eliminate it from 
those areas in which it already exists. 

Much of the success of these endeavors depends on the ready availability of 
capital to American property owners on a realistic basis. 

The present provisions of the FHA title I program restrict .oans to a maximum 
of $2,500, which must be repaid in not more than 36 months. These limitations 
were adopted during the depression at the inception of title I. However, in 
terms of present-day values, $2,500 is obviously inadequate to accomplish any 
major home improvement. Also a repayment term of 36 months imposes a con- 
siderable burden upon the average wage earner who may at the same time be 
paying on his mortgage. 

An important fact that should be kept in mind is that many property improve- 
ments mace under title T—and particularly plumbing improvements—are long- 
term investments designed to endure for a generation or longer. 

Despite the fact that FHA’s experience clearly reveals that home improvement 
loans constitute a smaller risk than loans on new construction, most banks and 
lending institutions still exhibit a reluctance to finance home improvements on 
a realistic basis. These policies stem from the traditional conservatism of the 
banking industry, which unfortunately has made it necessary for the Federal 
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Government to lead the way in making needed credit available to those elements 
of the population which most urgently require it. 

The liberalization of FHA title I, as proposed by the administration in its 
omnibus housing bill, would assist in bringing badly needed home improvements 
within the reach of millions of American property owners. 

In view of the critical conditions we have described our industry respectfully 
urges that the Congress favorably consider enactment of this vital legislation. 

Very truly yours, 


WiLtr1aM E. Kramer, Secretary. 


Mr. Barrerr. You may proceed, Mr. Held. 


STATEMENT OF HARRY HELD, VICE PRESIDENT, BOWERY 
SAVINGS BANK, NEW YORK, N. Y. 


Mr. Hevp. Mr. Chairman, members of the committee, my name is 
Harry Held, and I am a vice president of the Bowery Savings Bank 
in New York City and also chairman of the committee of mortgage 
investments of the National Association of Mutual Savings Banks. 
The national association represents the mutual savings banks of the 
Nation, which are institutions operated solely for the ‘benefit of their 
depositors with all their assets belonging to their depositors. They 
are 527 in number, operating in 17 States, primarily located in the 
New England States, New York, New Jersey, Pennsylvania, and 
Maryland. They have a total deposit liability of over $28.3 billion 
and have assets of $31.5 billion. They are traditionally known as 
depositories for small savers. The mortgage investments of mutual 
savings banks, amounting to well in excess of $17 billion or 55.4 per- 
cent of their assets, are comprised of loans made in every State in the 
country, Puerto Rico, and Alaska. During the year 1955 mortgage 
holdings of mutual savings banks increased $2,450 million, or 19 per- 
cent above the former record gain of $2,052 million in 1954. 

First I should like to address myself to the general subject of fi- 
nancing of home repairs and home improvements and the role of title 
I of the National Housing Act in this field. Despite the abuses un- 
covered in the 1954 investigations, it is my opinion that the title I 
program has been a highly successful one from its inception. While 
the loss factor of less than 1 percent in itself is an impressive one, I 
believe that the major accomplishment has been the demonstration 
that such loans can be made profitably on a sound basis. As a result 
more and more institutions have adopted private loan plans for home 
modernization and improvement. 

While the volume of title I insurance loans has decreased in recent 
years, this is no indication that available funds for this purpose from 
banks and other lending institutions has decreased. Rather the con- 
trary is true and substantial funds have been, and are being spent for 
the further promotion of home modernization and improvement with 
loans available under many different types of plans plus those under 
title I. 

At the recent American Bankers Association installment credit con- 
ference in St. Louis it was made clear that the proportion of bankers 
offering own-plan modernization loans (usually in conjunction with 
title I operation) has increased markedly during the past year. I 
think it can reasonably be concluded that emergence of own-plan mod- 
ernization loans on a constantly increasing scale is a direct result of 
the past history and experience under the FHA program. 
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It was also reported at the installment credit conference that the 
greater proportion of lenders offering own-plan modernization loans 
provide credit life insurance with these loans, and that those lenders 
which do provide such insurance felt that it gave them a distinct ad- 
vantage over their competitors. 

These evidences of a transition to more own-plan loans from the 
Government-insured plan type is a healthy one and is giving a great 
deal of additional stimulus to the furtherance of home modernization 
and improvement. By reducing the necessity of Government insur- 
ance to do the necessary job, it is also lessening the contingent liability 
of the Government in this area of insurance. I do not think that own- 
plan modernization loans will fully supplant the need for the FHA 
title I program, but indications are that the necessity for Government 
insurance of modernization loans and the activity in such programs 
will diminish as time goes on. 

The savings banks of New York State, for instance, can make per- 
sonal modernization loans only through FHA title I, having no State 
legislative power to make such loans on a direct basis. However, 
certainly, with greater participation by private enterprise in making 
on-Government insured loans on an own-plan basis, and with the 
open-end mortgage plan being in use in many areas, it seems valid to 
assume that less and less modernization credit will be channeled via 
the FITA route. 

On the question of urban redevelopment, rehabilitation, and neigh- 
borhood conservation, we must first recognize that we are dealing with 
one of the most complex problems of today. Many excellent studies 
have been made on this subject and rather substantial evidences of 
progress cacn be seen. However, the enormousness of the problem 
on a national scale is staggering to behold, which tends to dwarf such 
progress. Actually, the undertaking requires correction of a half to 
a full century or more of cumulative mistakes. 

As pointed out by the President’s Advisory Committee on Govern- 
ment Housing Policies— 

The job will not be cheap or easy. Thereis no simple, dramatic solution. There 
must be well-planned and well-organized action, using all tools of slum preven- 
tion, physical rahibilitation, neighborhood conservation, and slum clearance. No 
one tool will do the job. Each is absolutely essential to the effectiveness of the 
other. 

In local areas, where the greatest degree of accomplishment toward 
the long-range goal of rebuilding, rehabilitation, and conservation has 
been obtained, the key to such accomplishment has been in effective 
leadership. It is one thing to plan a program but quite another to 
put the plan into operation effectively. Unless there is effective lead- 
ership with a sincere desire to see the job done, the best plan ever 
evolved will be relegated to a top shelf to gather dust. Unfortunately, 
because of such lack of leadership, this is actually what has happened 
in many cases. 

On the other hand, certain communities under vigorous prodding 
by local civic organizations and spearheaded by the leadership of 
civic-minded citizens are now taking vigorous action to meet the chal- 
lenge. Almost invariably in these instances plans include recourse 
to Federal aids which are available under title I and section 220 of 


FHA. 
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It might also be noted that where the States, such as Pennsylvania 
and New York, have assisted and participated in local projects as an 
addition to Federal aid, such projects have progressed more rapidly 
than in those States where no supplementary aid has been forth- 
coming. 

A critical analysis of the basic principles of the Federal aid and 
mortgage insurance program indicates that any deficiencies which 
exist do not exist in the program as such but in the abundance of red- 
tape involved and in the seeming lack of cordination of the programs 
among the agencies concerned. From my own observation there seems 
to be a lack of sufficient skilled and efficient personnel to expedite the 
program effectively. Also, there is a lack of ability to make authorita- 
tive decisions at the local level, requiring time-consuming referrals to 
those in a position to make such decisions, with insufficient personnel 
in this position to handle such referrals promptly. 

Further, the lack of an up-to-date FHA underwriting manual spe- 
cifically geared to cope with the myriad problems involved in the 
underwriting of the projects and mortgages under the program has 
been a deterrent of no small magnitude. There are many highly 
technical operations in the complicated field encompassed by this 
program, and lack of trained personnel to handle these operations 
has had the effect of roadblocking. 

In this connection I was very pleased to see that on March 29 the 
Housing and Home Finance Agency had started a complete review of 
the procedure and paperwork in this field. Certainly much improve- 
ment is needed to overcome present attitudes toward the program. 

The recent round table conducted by the Architectural Forum, as 
reported in its April 1956 issue pointed up the coordination problem 
by stating: 

There is no good reason why every project must run the whole gauntlet twice, 
as it does today, clearing itself all over again with the FHA or VA or others 
after it has already cleared the complexities of urban renewal approval. 

In this connection it seems that only through a major educational 
program by FHA and of their district directors and underwriters 
regarding the approach to the urban renewal and rehabilitation prob- 
lem on a local level will many proposed projects move off “dead 
center.” 

There have been many demonstrations during the past 5 years which 
indicate that effective sponsorship and financing can be obtained for 
clearance and redevelopment of slum areas. Despite the many frus- 
trating experiences—from the designation and planning of an area 
to the final completion—quite a few projects have been completed or 
are now nearing completion. One phase of the problem, namely that 
of rehabilitation and conservation, has on the other hand had only 
token success in a relatively few scattered communities. Where such 
success has been attained, it has come about by effective leadership, 
coupled with the full backing of the municipal authorities in enfore- 
ing and tightening of building codes, occupancy standards, health 
standards, and zoning. Only through drastic enforcement of codes, 
and through an all-out attack, can urban decay be arrested and become 
a means of compelling as much rehabilitation as possible. 

In this area of rehabilitation and conservation there seems to be a 
certain degree of apathy due primarily to a divergence of opinion as 
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to the proper treatment of the problem. Some opinions lean toward 
a large area treatment of the problem, coupling a degree of new build- 
ing (generally at the core of the area) with rehabilitation. 

Another approach has been the block-by-block plan for the pur- 
pose of upgrading. Actually it seems to me that no pat formula will 
fit every situation and only through an exhaustive study of down- 
graded areas can a proposed cure be prescribed. Even when such 
cure is prescribed on an intelligent basis, you are only on the threshold 
of making such cure effective. Because of the multiplicity of owner- 
ship generally present in a prescribed area, the first and most difficult 
step is to “sell” the plan to each individual owner. The problem of 
getting owners to help themselves is one of the greatest magnitude. 
This problem can be further pointed up by the fact that 100 percent 
participation must be secured, as any less would fall short of the 
desired result. Even with a pool of financing ready, able, and will- 
ing to make funds available, many owners are reluctant to increase 
their indebtedness—and their cost of ownership—even though it can 
be demonstrated that the capital value of their property will increase 
or at least be preserved. The greatest problem in an overall plan for 
rehabilitation and conservation is to complete a sound initial pilot 
demonstration of what can be accomplished. Where this has been 
possible it has served to generate interest in other areas and in cer- 
tain cases led to the successful rehabilitation of additional blocks and 
areas. 

Studies of older areas have indicated that the existing mortgage 
indebtedness generally represents only a small percentage of the 
value of the property. In most instances the existing first mortgage 
could be increased to cover the greater portion of the cost of rehabili- 
tation. Even in cases where sporadic rehabilitation has taken place 
in areas which could be classified as slum or semislum, financing of 
the rehabilitation or remodeling has been available through an in- 
creased first mortgage. Where the amount which could be loaned as 
a first mortgage has fallen short of the required amount, supple- 
mentary title I lending has also been extended. 

Your committee may be interested to know that in New York State 
enabling legislation has been passed and signed by the Governor, to 
form a corporation to be wholly owned and controlled by established 
lending institutions for the purpose of making sound loans in de- 
pressed areas. Such loans would be authorized up to 80 percent of 
sound value. In effect the corporation will be a method of pooling 
loanable funds for the TH purpose of financing depressed area 
properties, including rehabilitation of properties in such areas. 

On the question of a new and bolder approach to this problem 
through some new type of loan program, it is my opinion that legis- 
latively the framework is sound enough to do a real job. While this 
program was launched less than 2 years ago, it must be considered that 
the scope of the problems involved is gigantic. The amendment of 
the cost certification requirement to provide statutory time limits 
for exposure to claim, as set forth in a presently proposed bill by 
Senator Capehart, will remove one major deterrent to participation 
of responsible redevelopment sponsors. Other than this amendment, 
it would seem to me that the niles to be removed to get the pro- 
grams in full gear are administrative and regulatory. I would also be 
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concerned with the imposition of a new program becoming a retard- 
ing influence. In all frankness, it is my opinion that the present 
programs are workable if a realistic and courageous effort is made 
by the administrative agencies to do the job in a much more expedi- 
tious manner than has previously been possible. 

Thank you. 

Mr. Barrerr. Mr. Held, that is a very fine statement. We obtained 
a lot of facts similar to yours when we met in New York, and it cer- 
tainly confirms some of the fine testimony received in your city. 

Mr. O’Hara? 

Mr. O’Hara. Yes, I have 1 or 2 questions. 

Do you believe that FHA’s valuation criteria has been the chief 
reason that not a single FHA commitment has been issued for FHA 
section 220 rehabilitation ¢ 

Mr. Hep. Well, Mr. O’Hara, there have been three commitments. 
My own institution has 3 commitments for section 220 at the present 
moment. 

Mr. O’Hara. That is for construction / 

Mr. Herp. Yes, new construction. 

Mr. O’Hara. What about rehabilitation / 

Mr. Hevp. I think the fact is again you come back to economic 
soundness which is built into FHA, and I do agree with one of your 
previous witnesses that you are going to have to do something about 
that particular phase of the operation. 

Now, under 220 in the areas, again you have to get the concurrence 
of a great multiplicity of owners. We tried it up in New York State 
through our State housing commissioner. We tried a block-by-block 
plan. We took all of the factors and the block was one which was 
right adjacent to a public housing project with a beautiful park on 
the other side, and the plan just died aborning on the vine because 
of the fact that you had this multiplicity of ownership. You had 
a multiplicity of financing, first mortgages, second mortgages, third 
mortgages, and in some cases fourth mortgages. You also had the 
deterrent we have run into in a great many title I programs up 
there of people that just did not want to move out of their house or 
cut of their area. They wanted to live there. They had moved there 
40 years before and only an atomic bomb would move them out of 
there. 

Mr. O’Hara. You haven’t seen 220 getting off the ground, have you? 

Mr. Hexp. I see some evidence of it now. 

As I say, we secured the first three 220 commitments for new con- 
struction, but again, as I pointed out in my testimony, it is a terrific 
problem. I think that the administrative red tape that is involved is 
not only costly, but it is terrifically time consuming. 

Now, as a matter of fact, ] might mention this: On the title I project 
that was put up by Columbia University, that is being financed on a 
conventional basis. I just noticed in this morning’s paper that the 
title I project in back of the New York Coliseum was being financed 
conventionally for $614 million by 2 savings banks in Brooklyn who 
are making the conventional loan. , 

We just had a bill passed which permitted savings banks to par- 
ucipate in large mortgages such as that, without the use of a trust. 

68692—56—pt. 7——8 
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The Columbia job is done with a trust plan with five mutual savings 
hanks taking the trust debentures. 

Mr. O'Hara. Some of us have seen a gap between title I and 220. 
Are we correct in our appraisal of the situation in that respect ? 

Mr. Hewp. I think you are correct. I think title I is more or less 
confined to the suburban areas. ‘Title I is quite a factor, and, I might 
say, these own-plan loans are quite a factor in conjunction with one- 
family house rehabilitation. 

In the urban areas there hasn’t been too much use of title 1. Where 
the urban lenders have made such loans, it has usually been on proper- 
ties in suburban areas. There hasn’t been the call for that. Usually 
the plan in an urban area is to refinance your first mortgage, and as 
previous witnesses have testified, that is the cheapest way to do it. 

Mr. O’Hara. I have been interested in what your bank has been do- 
ing in the consolidation of mortgages. I wonder if you could tell us 
a little more about that. 

Mr. Hetp. Yes. 

Well, just as an example, up in the Harlem area, which is a slum 
area, we have made a considerable number of loans there where com- 
plete remodeling and rehabilitation has taken place. Again, it isn’t, 
you might say, within the workable plan area or it may be within a 
workable plan area, but again you have got to get the ownership, the 
attitude of the ownership in such a frame of mind that they will go 
in and do it. 

Now, we have recently made 5 or 6 loans to 1 owner who has taken 
the buildings and has gutted them right down to the bare walls and 
the floor beams and has put up new modern apartments, and we have 
been able to do that through an extended first mortgage. 

Mr. O'Hara. Is that on conventional loans ? 

Mr. Hep. Yes, on a conventional loan basis. 

Now, out in the suburban areas we have been able to open-end some 
of the mortgages and increase the FHA mortgage that is existing on 
the property at the present time for the purpose of rehabilitation. 

Mr. O'Hara. And you have found the conventional loans a better 
tool than the FHA loans? 

Mr. Herp. It is much simpler. A great many of these owners 
understand nothing about FHA and usually they are willing to put 
in a certain degree of capital which would make it possible for them 
to get the loan. 

As I pointed out in the testimony, and as Mr. Haas pointed out in 
his testimony before me, there is generally a substantial equity above 
the existing mortgage financing in these properties at the present time. 
Actually, what they need is rehabilitation treatment or conservation 
treatment in some manner, shape, or form. 

Now, that would go into all of the social implications of health and 
occupancy and all of the rest of the business that is involved, and 
there is where your municipal organizations come in. 

Mr. O’Hara. Well, this has come about through your interest and 
your experience, and now in some area where there is not located a 
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bank such as yours and personnel as interested as you are in the prop- 
erty, would it be possible to get the conventional loans? 

Mr. Hexp. Oh, I believe so, but again, as I say, you have got to have 
some sort of leadership to sort of spearhead these operations. They 
are just not going to develop in and of themselves, and even where 
you sometimes have the leadership, and in this block-by-block plan that 
I mentioned, before that we were considering up in New York there 
back about I guess it was 1951, there was ¢ omplete cooperation, a com- 
ylete meeting of minds between the State housing commissioner, the 
oanable funds institutions had said, “Yes, if you get this thing vin mT 
block plan we will be happy to m: ike the funds avail: ible to you.’ 

But as I said, when they got to the point of trying to get the owners 
to work and in cases where you had second and third mortgages to get 
them to subordinate to a new first mortgage—there has been a lot of 
speculation, as you know, in slum properties. 

Mr. O’Hara. I know in your statement that you stress leadership, 
and I commend you for that. I think we must always have to accom- 
plish our objectives through strong leadership, but even strong leader- 
ship needs legislative tools. 

Mr. Hep. That is correct. 

Mr. O’Hara. I wonder if you have any suggestion to make to us 
of new legislative tools that we can bring into this particular problem. 
I come from a district in Chicago wherein ne ighborhood buildings 
were built 20, 30, 40,50 yearsago. The neighborhoods are going down. 
The people haven’t the money to modernize them. We are hamstruns 
by the gap between title I and 220 and we are looking for some new 
legislative tool to make possible this needed rehabilitation, so that 
these neighborhoods do not become slum areas. 

Mr. Hep. Well, you have two points, Mr. O’Hara: No. 1, under 
220 and title I you have to have really a workable program or you 
should have a program, something laid out. 

Mr. O’Hara. That takes time. Meanwhile we are approaching 
nearer and nearer to slums. 

Mr. Hexp. The other alternative then would be to free for a certain 
area FHA from their requirement of economic soundness and a mini- 
mum standard. 

Mr. O’Hara. You would agree with that? 

Mr. Hep. I think that is about the only way you could make FHA 
effective. 

Mr. O’Hara. You were here when they were testifying about this 
new NERSICA formula? 

Mr. Hetp. Yes, sir. 

Mr. O’Hara. What is your opinion on that ? 

Mr. Hexp. Well, I was very, very much surprised because actually 
this bill that I mentioned that had passed in New York, the criteria, 
if you would like me to read them—I will leave a copy of this new 
bill with your staff. This new bill in New York—— 

Mr. Barretr. We will include that in the record and give all mem- 
bers of the committee a chance to read it. You may submit it for the 
record. 
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(The bill follows :) 
STATE OF NEW YORK 
Nos. 3562, 4166 Int. 3293 
IN SENATE 


February 21, 1956 


Introduced by Mr. WATSON—read twice and ordered printed, and when printed to be 
committed to the Committee on Finance—committee discharged, bill amended, ordered 
reprinted as amended and recommitted to said committee 


AN ACT 
Kstablishing the mortgage facilities corporation 


The People of the State of New York, represented in Senate and Assembly, 
do enact as follows: 
Section 1. Short title. 
2. Policy of state and purpose of act. 

3. Definitions. 

t. Establishment of corporation. 

5. Purposes, powers and operation. 

6. Board of directors. 

7. Temporary board of directors. 

8. Membership. 

9. Capital stock. 
10. Obligations. 
11. Restrictions. 
12. Examination. 
13. Unissued securities and reorganization. 
14. Participation. 


Section 1. Short title. This act shall be known and may be cited and referred 
to as the “mortgage facilities corporation” act. 

§ 2. Policy of state and purpose of act. It is recognized that there exist in 
New York state certain neighborhoods, which, because of heavy in-migrations 
and other factors, have been characterized by overcrowding of population, 
extensive abstentee ownership, and concentrated occupancy particularly by 
racial minorities. Because of the special appraisal and servicing problems in 
these areas is insufficient. It is the declared policy of the State that a medium 
be established, owned and financed entirely through private enterprise insti- 
tutions, through which the mortgage money necessary to re-establish these 
neighborhoods as sound communities would be made available on a sound profit- 
making basis. 

§ 3. Definitions. 1. The term “housing accommodation”, as used in this ar- 
ticle, shall mean any building or structure which is used or occupied, or is 
intended to be used or occupied, wholly or partly, as the home or residence of one 
or more human beings. 

2. The term “improved real property’, as used in this article, shall include 
real property upon which a housing accommodation is to be built, in whole 
or in part, out of the proceeds of the loan, which when completed will constitute 
a permanent improvement. 

3. The terms “encumbered” and “unencumbered”, as used in this article, 
shall have the same meaning as in subdivision six-a of section eighty-one of the 
insurance law. 

$4. Establishment of corporation. There is hereby created a corporation 
which shall be known as “The Mortgage Facilities Corporation.” Except as 
otherwise provided in this article, the corporation shall be possessed of all the 
powers, privileges and immunities which now are or hereafter may be con- 
ferred on corporations with capital stock by the stock corporation law and 
the general corporation law and for such purposes shall be deemed to have 
been organized under the provisions of said laws. Process in any action or 
proceeding against the corporation may be served upon the secretary of state, 
as the agent of the corporation for such purposes. If such corporation fails 
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to commence business by June first, nineteen hundred fifty-seven, its existence 
shall terminate and the provisions of this article shall become null and void. 
For the purposes of this section only the corporation shall be deemed to have 
commenced business when two and one-half per cent of the capital stock thereof 
shall have been paid into the treasury and ten members shall have qualified 
as hereinafter provided once having commenced business the duration of the 
corporation shall be perpetual. 

§ 5. Purposes, powers and operation. 1. The purpose of the corporation shall 
be to assist, promote, encourage and stimulate the development and rehabilita- 
tion of blighted areas by rendering financial assistance in the construction, 
rehabilitation or purchase of housing accommodations in blighted or deteriorating 
urban areas in this state by making first mortgage loans in areas designated 
by the corporation, such loans to be made on a sound economic basis by the 
application of sound mortgage lending principles. 

2. It is not the intention or the purpose of the powers herein granted to take 
from banking or insurance organizations any such loans or commitments as 
may be desired by such organizations generally in the ordinary course of their 
business; provided however, that the corporation need not make any specific 
inquiry or find as a fact that any banking or insurance organization desires 
to make any such loan. 

3. In furtherance of the purpose set forth in subdivision one of this section, 
and in addition to the powers conferred on stock corporations by general laws, 
the corporation shall, subject to the restrictions and limitations contained in 
this article, have the following powers: 

(a) To issue and sell for cash capital stock of the corporation. 

(b) To issue and sell its debentures bearing such interest rates and having 
such maturities and other terms and provisions as may be determined by the 
board of directors of the corporation. 

(c) To invest in bonds and mortgages or notes and mortgages upon improved 
and unencumbered real property in areas in this state designated by the board 
of directors of the corporation as blighted, overcrowded, or deteriorating areas, 
subject to the following conditions: 

(i) The board of directors shall be satisfied with respect to each loan that 
it is economically sound. 

(ii) No such loan shall be in an amount in excess of eighty per cent of the 
corporation’s appraised value of such real property, except that such loan may 
exceed eighty per cent when guaranteed or insured by the federal government 
or any agency thereof. 

(iii) Any appraisal of such property shall be based on its long-term economic 
value with due consideration being given, among other factors, to its physical 
maintenance and, in the case of income-producing properties, to its stabilized 
rental value after adequate vacancy allowances. Except in cases of new con- 
struction no appraisal of an income-producing property shall be undertaken 
by the corporation unless it has first been supplied by the loan applicant with 
a current rent roll and statement of income and expense for the twelve-month 
period preceding the date of the loan application, certified by such loan appli- 
‘ant and in form and substance satisfactory to the corporation. 

(iv) No loan shall be made on any existing housing accommodation unless (a) 
such housing accommodation is in physical condition satisfactory to the corpora- 
tion or (b) the loan applicant is committed to restore such housing accommoda- 
tion to satisfactory condition prior to the loan closing, or, at the discretion of the 
corporation, within a specified period after closing, out of the proceeds of the 
loan. 

(v) No loan shall be made on a housing accommodation unless (a) such housing 
accommodation has a suitable heating system satisfactory to the corporation, or 
(b) the loan applicant is committed to install suitable heating facilities out of 
the proceeds of such loan. 

(vi) Any such loan shall be for one or more of the following purposes only: 

A. To finance the improvement or rehabilitation of an existing housing 
accommodation. 

B. To consolidate, refinance or liquidate existing mortgage indebtedness on a 
housing accommodation, provided such existing indebtedness, to the extent that 
it is represented by liens other than a first mort 
effective date of this act. 

©. To finance the bona fide purchase of a housing accommodation, provided 
that except in cases of loans insured or guaranteed by the federal government or 
any agency thereof, the purchaser of the real property which is to constitute the 


‘ 
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ige lien, was in existence on the 
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security for the proposed loan has paid to the seller in cash an amount equal to 
at least twenty per cent of the purchase price of such real property. 

D. To finance the construction of new housing accommodations. 

(vii) The board of directors of the corporation shall cause to be included in 
each mortgage the following protective provisions and restrictions (in addition 
to those contained in the statutory form M mortgage with lien covenant as 
contained in section two hundred fifty-eight of the real property law), provided 
that any and all of the said provisions and restrictions may be waived by the 
corporation where the corporation is purchasing or otherwise acquiring an already 
existing mortgage: 

A. A provision requiring the mortgagor to obtain the prior written consent of 
the holder of the first mortgage to the creation of any junior liens, charges or 
encumbrances affecting the real property. 

B. A provision requiring the mortgagor to accumulate and maintain with the 
holder of the first mortgage, so long as the mortgage is held by it, a fund for the 
proper repair and maintenance of the mortgaged premises. The amount and type 
of such fund and conditions under which it shall be accumulated, applied, and 
replenished shall be specified in the mortgage. Such fund may be applied from 
time to time to the repair or maintenance of the property by the mortgagor with 
the written consent of the holder of the first mortgage. Such fund shall be ap- 
plied by the mortgagor at the direction of such holder, when such application is 
deemed necessary by such holder for the reasonable protection of the property. 
In its sole and absolute discretion the corporation may waive the inclusion of this 
provision in any mortgage. 

Cc. A provision permitting the mortgagor to repay the principal amount of the 
loan or any part thereof at any time without penalty, except that the mortgage 
may, in the discretion of the board of directors, contain a provision for a prepay- 
ment penalty not exceeding two per cent of any amount repaid within three years 
after the closing of the loan in addition to such regular repayments without 
penalty as may be provided in the mortgage. 

(viii) No loan shall be made by the corporation unless the real property which 
is to secure such loan is, or upon application of the loan proceeds will be, unen- 
cumbered, and the corporation shall have been furnished with satisfactory 
evidence that such real property is or upon application of the loan proceeds will 
be in compliance with all applicable laws, ordinances and regulations of govern- 
ments, whether federal, state, county or municipal, or agencies or instrumentali- 
ties thereof, having jurisdiction. 

(ix) Such other and further conditions as the board of directors in its sole and 
absolute discretion mey deem advisable in the interest of conducting the affairs 
of the corporation in accordance with sound economic and mortgage lending 
principles. 

(x) The mortgage shall provide that violation of any of the foregoing conditions 
by the mortgagor shall constitute an event of default, entitling the holder of the 
first mortgage to accelerate maturity of the mortgage obligation. 

(xi) The mortgage shall provide for maturity of the loan and amortization 
thereof at such rate as shall be deemed appropriate by the board of directors in 
accordance with sound mortgage lending practice, provided that except in cases 
of loans insured or guaranteed by the federal government or any agency thereof, 
no mortgage shall have a maturity in excess of twenty years from the date of 
closing. 

(xii) The enumeration herein, or in any lending rules or regulations promul- 
gated hy the corporation, of conditions or criteria relating to the granting of 
any mortgage loan shall impose no obligation on the corporation to grant any 
application for a loan which fulfills such conditions or criteria. The authority of 
the corporation to decline any loan application for any reason whatsoever shall 
be absolute and unconditional. 

(xiii) Nothing contained in this act shall he construed as signifying a legisla- 
tive intent to define what constitutes prudent lending practice for banking, 
insurance or other organizations. 

(d) To sell without recourse bonds and mortgages or notes and mortgages 
acquired pursuant to subdivision three (c) of this section, at such prices and 
upon such terms and conditions as the board of directors of the corporation shall 
determine: to service or continue to service such bonds and mortgages and to 
manage such properties for any of its members, provided that if the pur- 
chaser be a member, the said bond and mortgage or note and mortzage is in all 
respects eligible for investment by the particular member purchasing the same. 
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(e) To acquire, subscribe for, own, hold, sell, assign, transfer, pledge or 
otherwise dispose of obligations of the United States with maturities not in 
excess of three years. 

(f) For the purpose of protecting its interests, to release any obligation to 
pay or guarantee the payment of principal or interest, or otherwise to waive or 
modify any of the terms and conditions of any bond and mortgage, and of any 
note and mortgage, and to extend or re-extend any bond and mortgage, and any 
note and mortgage, and to accept a sum less than the principal amount thereof 
in the full payment and satisfaction of the same. 

(zg) In addition to interest rates within legal limits the corporation may impose 
a service charge upon the mortgagor or owner which shall not exceed two per 
cent of the total amount of the loan. 

(h) To apply for status as an approved mortgagee under the national housing 
act and to act as a mortgagee under said act. 

4. The corporation shall have the power to purchase, receive, hold, lease or 
otherwise acquire, and to sell, convey, mortgage, lease, pledge or otherwise dis- 
pose of, upon such terms and conditions as its board of directors may deem 
advisable, real and personal property, together with such rights and privileges 
as may be incidental and appurtenant thereto and the use thereof, including, 
but not restricted to, any real or personal property acquired by such corporation, 
from time to time in the satisfaction of debts or enforcement of obligations, pro- 
vided that the corporation may purchase or acquire only the following real estate : 

(a) Plots whereon there are or may be erected buildings suitable for the 
convenient transaction of the business of the corporation. 

(b) Sueh real property as shall be conveyed to it in satisfaction of debts 
previously contracted in the course of its business. 

(c) Such real estate as it shall purchase at sales under judgments, decrees 
or mortgages held, by it. 

(d) In lieu of instituting an action to foreclose a mortgage lien, the corpora- 
tion may purchase a deed to the underlying real property. 

§ 6. Board of directors. 1. All the corporate powers of such corporation shall 
be exercised by a board of directors consisting of thirteen persons, all of whom 
shall be of full age, citizens of the United States and residents of the state. 

2. At the first annual meeting of such corporation and at each annual meeting 
thereafter the members shall elect ten directors whose term of office shall be 
one year. 

Each of the members entitled to vote for directors pursuant to this subdivision 
two of section six of this article shall be entitled to one vote for each twenty-five 
thousand dollars, or major fraction thereof, it is subject to be called upon to 
advance to the corporation pursuant to the provisions of section eight of this 
article. 

38. At such first and succeeding annual meetings the stockholders of such 
corporation shall elect three additional directors for terms of one year each. 

4. If any director shall lose his citizenship, or shall cease to be a resident of 
the state, thereby creating a vacancy, or if a vacancy occurs in the membership 
of the board of directors through death, resignation or otherwise, the remaining 
directors shall elect a person to fill such vacancy for the unexpired term. 

6. The board of directors shall elect one of its members as chairman of such 
board, shall adopt by-laws for such corporation, and may appoint such officers 
and employees as it deems advisable. 

7. In addition to other matters, the by-laws of such corporation may contain 
specific standards and criteria by which mortgage applications will be judged 
and loans made in so far as such specific standards and criteria are not in- 
consistent with any of the provisions of this article. 

§ 7. Temporary board of directors. 1. The first annual meeting of such cor- 
poration shall be held at a time and place to be fixed by the temporary board of 
directors which shall be as soon as reasonably possible after a minimum of two 
and one-half per cent of the capital stock of such corporation shall have been 
paid into its treasury and a minimum of ten members of such corporation shall 
have qualified as hereinafter provided, and such meeting shall be called in such 
manner as may he provided by the temporary board of directors. 

2. Notwithstanding the foregoing provisions of this section, until the first 
annual meeting of such corporation and the election and qualification of a board 
of directors as hereinabove provided, all the corporate powers of such corpora- 
tion shall be exercised by a temporary board of directors consisting of thirteen 
persons, all of whom shall be of full age, citizens of the United States and 
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residents of this state, and who shall be designated by the governor. Such desig- 
nation shall be in writing, signed by the officer making it, and transmitted by 
him to the secretary of state who shall make and record in his office a copy of 
such designation and deliver the original to the designee, who, if he accepts such 
designation, shall notify the secretary of state of such fact, in writing, and 
thereupon his designation shall become effective and the secretary of state shall 
record such acceptance in his office. If any vacancy occurs in such temporary 
board of directors through death, resignation or otherwise, a person shall be 
designated to fill such vacancy by the governor. Upon the election and qualifi- 
sation of a board of directors pursuant to section six of this article, the tem- 
porary board of directors shall be deemed dissolved. 

3. As soon as possible after the designation of the directors comprising the 
temporary board has become effective, the temporary board of directors shall 
meet, elect a chairman, cause stock certificates to be printed, appoint temporary 
officers and seek to enlist the support, membership and stock subscription of 
institutional lenders. 

§ 8. Membership. 1. The members of such corporation shall consist of such 
banking organizations, insurance and surety companies, as may make applica- 
tion for membership in such corporation, and membership shall become effective 
upon the acceptance of such applications by the temporary board of directors 
or the permanent board of directors, as the case may be. Each member shall 
lend funds to the corporation as and when called upon by it to do so, pursuant 
to subdivision two of this section eight, but the total amount on loan by any 
member at any one time shall not exceed the following limits to be determined 
as of the date it became a member, and such amount shall thereafter be re- 
adjusted annually in the event of any change in the base of the loan limit of such 
member: commercial banks, industrial banks and trust companies, one per cent 
of capital and surplus; private bankers, one per cent of capital; savings banks, 
one per cent of surplus fund; savings and loan associations, one per cent of 
surplus; stock insurance companies, one per cent of capital and surplus; surety 
and casualty companies, one per cent of capital and surplus; mutual insurance 
companies, one per cent of guaranty funds or of surplus, whichever is applicable; 
and comparable limits for other banking, lending and insurance organizations, as 
established by the board of directors; provided, however, that the total amount 
on loan by any member at any one time shall not exceed two hundred fifty 
thousand dollars; provided, however, that in the case of banking organizations, 
the superintendent of banks, and in the case of insurance and surety companies, 
the superintendent of insurance, may authorize a member to lend to the corpora- 
tion an amount in excess of two hundred fifty thousand dollars. All loan limits 
shall be established at the thousand dollar nearest to the amount computed on 
an actual basis. All calls of funds which members are committed to lend to such 
corporation shall be prorated by such corporation among the members in the 
same proportion that the maximum loan limit of each bears to the aggregate 
loan limits of all members of such corporation. Upon six months’ prior written 
notice to the board of directors, a member of such corporation may withdraw 
from membership, effective at the end of such six-month period and, after the 
effective date of such withdrawal, such member shall be free of obligations 
hereunder except those accrued or committed by such corporation prior to such 
effective date of withdrawal. Notwithstanding the provisions of any other law, 
general or special, the notes or other interest-bearing obligations of such cor- 
poration, issued in accordance with and by virtue of this article and the by-laws 
of such corporation, shall be legal investments for the banking, insurance and 
surety organizations Who became members of such corporation, up to but in no 
event exceeding the loan limits established herein. 

2. The board of directors of the corporation may, on thirty days’ written notice 
to its members, make a eall of all or any part of the funds which such members 
are committed to lend pursuant to subdivision one of this section. The debentures 
or evidences of debt of the corporation issued pursuant to the provisions of this 
article or by-laws may contain such terms and provisions as the board of di- 
rectors of the corporation shall deem advisable, including, but not limited to 
provisions concerning interest rates, maturities, sinking funds, redemptions and 
refundings. 

$9. Capital stock. The capital stock of such corporation shall be forty thou- 
sand shares of no par value, which shall be issued for one hundred dollars per 
share in cash. At least two and one-half per cent of the capital stock of such 
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corporation shall be paid into its treasury in cash before it shall be authorized 
to transact any business other than such as relates to its organization. 

§ 10. Obligations. At no time shall the total obligations of such corporation 
exceed twenty-five million dollars. 

§ 11. Restrictions. Such corporation shall not deposit any of its funds in any 
banking organization unless such banking organization has been designated as 
a depository by a vote of the majority of all of the directors of such corporation, 
exclusive of any director who is an officer or director of the depository so desig- 
nated. Such corporation shall not make any loans other than those set forth in 
section five hereof, and in no event shall the corporation make any loans, directly 
or indirectly, to any of its officers or to any firms in which any of its officers is 
an officer, director or stockholder. Such corporation shall not receive money 
on deposit except that money held in escrow pursuant to the provisions of sub- 
division three (c) (vii) B of section five hereof, or otherwise, shall not be 
deemed to be the receipt of money on deposit. 

§ 12. Examination. At least once in each calendar year the corporation shall 
be examined by the superintendent of banks and the superintendent of insurance 
for the purpose of determining the corporation’s net worth and the soundness 
of its management and operating policies. The corporation shall not, however, 
be deemed to be a banking or insurance organization. The corporation shall pay 
the cost of each such examination. Copies of each examination report, including 
the findings, conclusions and recommendations of the examiners, shall be fur- 
nished to the corporation. The corporation shall furnish copies of each report, 
including the findings, conclusions and recommendations of the examiners, to 
each of the holders of its capital stock and to its members. Such corporation 
shall make an annual report of its condition to the governor, legislature and 
superintendent of banks on or before January first of each year. 

§ 13. Unissued securities and reorganization. 1. The holders of capital stock 
of such corporation shall not, as such, have any preemptive or preferential right 
to purchase or subscribe for any part of the unissued or new issue of capital 
stock of such corporation, whether now or hereafter authorized or issued, or to 
purchase or subscribe for any bonds or other obligations, whether or not convert- 
ible into stock of such coporation, now or hereafter authorized or issued. 

2. Whenever a compromise or arrangement or any plan or reorganization of 
such corporation is proposed between such corporation and its creditors, members 
or stockholders, the supreme court, by virtue of its general equity powers, may 
on application of such corporation or of any creditor, member or stockholder 
thereof, or on the application of any receiver or receivers appointed for such 
corporation, order a meeting of such creditors, members or stockholders, as the 
case may be, as may be affected by the proposed compromise or arrangement or 
plan of reorganization, which shall be called in such manner as the said court 
directs. If, at such meeting, such compromise or arrangement or plan of reor- 
ganization is agreed to by or on behalf of the creditors, if affected thereby, holding 
two-thirds in amount of the claims against such corporation, and by or on behalf 
of the stockholders, if affected thereby, holding the majority of capital stock, 
and by or on behalf of the members, if affected thereby, holding two-thirds in 
amount of the outstanding notes or other interest-bearing obligations of such 
corporation as provided for in section eight of this chapter, and if such agreement 
shall be further evidenced by the written acceptance of said creditors, stock- 
holders and members, duly filed in the said court, such compromise or arrange- 
ment or plan of reorganization shall, if approved by the said court as just and 
equitable, be binding on all creditors, stockholders or members, as the case may 
be, who are affected thereby, and also on such corporation. All persons who 
become creditors, stockholders or members of such corporation shall be deemed 
to have become creditors, stockholders or members subject in all respects to 
this section, and the same shall be absolutely binding upon them. For the pur- 
poses of this subdivision only, members shall not be deemed to be creditors and 
shall act under this subdivision as a separate class. 

§14. Participation. Notwithstanding any rule at common law or any pro 
vision of any general or special law or any provision in their respective charters, 
agreements of association, articles of organization or certificates of incorporation : 

1. All banking organizations, insurance and surety companies are hereby 
authorized to become members of the corporation established by this article 
and to make loans to such corporation as provided herein ; 

2. A banking organization which does not become a member of the corporation 
established by this article shall not acquire any shares of the capital stock of 
such corporation ; 
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3. Each banking organization, insurance and surety company which becomes 
a member of the corporation established by this article is hereby authorized 
to acquire, purchase, hold, sell, assign, transfer, mortgage, pledge, or otherwise 
dispose of any bonds, securities or other evidences of indebtedness issued by 
such corporation or the shares of its capital stock, and while owners of said 
stock, to exercise all the rights, powers and privileges of ownership, including 
the right to vote thereon, all without the approval of any regulatory authority 
of this state; provided, however, that the amount of the capital stock of such 
corporation which may be acquired by any member pursuant to the authority 
granted herein, shall not exceed ten per cent of the loan limit of such member 
as defined by section eight of this chapter. The amount of capital stock of such 
corporation which any member is authorized to acquire pursuant to the authority 
granted herein shall be in addition to the amount of capital stock in corporations 
which such member may otherwise be authorized to acquire. 

§ 15. This act shall take effect immediately. 


Mr. Hexp. Yes; if I might, I would like to mention that this is 
limited as to the loans which could be made under this, and it is sur- 
prising how closely it follows Mr. Haas’ testimony. The loan is to 
finance improvement or rehabilitation of an existing housing accom- 
modation ; second, to consolidate, refinance, or liquidate existing mort- 
gage indebtedness on a housing accommodat ion, provided such existing 
indebtedness to the extent that it is represented by liens other than 
a first-mortgage lien was in existence on the effective date of this act; 
(c) to finance a bona fide purchase of housing accommodations pro- 
vided that except in cases of loans insured or guaranteed by the Fed- 
eral Government or any agency thereof, the purchaser of real prop- 
erty which is to constitute the security for the proposed loan, has paid 
to the seller in cash an amount equal to at least 20 percent of the pur- 
chase price of the property, and (d) to finance the construction of new 
housing accommodations. 

Now, this was an attempt on behalf of the Governor and the State 
housing commissioner and the legislature to fill in the gap between 
existing banking laws, which require making of loans based upon 
sound economic standards, to permit us to go into areas of depressed 
conditions, slum areas, and so forth, and make loans up to as high as 
80 percent, as against a normal limitation of 6624 percent. 

Mr. O'Hara. How long has the law been effective ? 

Mr. Hep. It was just signed by the Governor on Monday. 

Mr. O'Hara. So you have not had time to work under it ¢ 

Mr. Hep. No, sir; we have not. 

Mr. O’Hara. Thank you very much. 

Mr. Heip. You are welcome. 

Mr. Barrerr. Mr. Talle? 

Mr. Tair. No questions. 

Mr. Barrerr. Mr. Held, do you think there is a no man’s land be- 
tween section 220 and section 203 that should be given consideration ? 

Mr. Hep. I think there is a section in there, but how large that 
area is, I can’t tell. No. 1, I think that at least in our area, and I be- 
lieve in other areas from talking with other savings bankers, there is 
conventional financing available. I think that there is, again, as Mr. 
Haas says, an equity over and above. It is just a question of ‘getting 
the people in there to really begin to uplift themselves. 

I could go on for days and tell you of plan after plan that has failed, 
not because the financing was not available, not because the plan was 
not available, but because of individuals who own real estate. 

















INVESTIGATION OF HOUSING, 1955—56 119 


Mr. Barrerr. May I ask you this question: Are you close enough 
to your employees and contractors who execute the agreements with 
the banks to know exactly how many complaints would come in from 
homeowners because of chiseling ? 

Mr. Hevp. Do you mean on title 14 

Mr. Barrerr. Yes. 

Mr. Hep. I would say relatively little. I was talking to one banker 
in Brooklyn who said he had made $40 million worth of loans in the 
last 5 years under title I, almost exclusively with dealers, and that 
the total amount of his losses i in 5 years was $60,01 10, 

Mr. Barrerr. Any other questions ¢ 

Thank you, Mr. Held, for your very fine statement and testimony 

The next witness is Congressman Glenn Davis of Wisconsin. 


STATEMENT OF HON. GLENN R. DAVIS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF WISCONSIN 


Mr. Davis. My name is Glenn Davis. I represent the Second Dis- 
trict of Wisconsin. 

On January 23, I introduced House Concurrent Resolution 205, 
which declares that it is the intent of Congress that bulk-milk tanks 
when purchased and installed as an integr al part of the eres of 
a dairy farm should be eligible for title I guaranteed loans. I did 
this after it was called to my attention that the legal department of 
HLHF ‘A asserted there was some question on the legality of such loans. 
I have been further informed that the Agency has been required to 
answer in the negative when lending institutions have inquired about 
making loans for these bulk-milk ‘tanks. I have been told by the 
Agency that an affirmative expression from the Congress would clear 
up this situation. 

As you probably know, farm outbuildings, such as milkhouses, 
silos, and machine sheds, are now eligible for loans under section 2 
of the National Housing Act. This section says that such loans should 
be made available for such items that substantially improve the basic 
utility of the farm property. It has been the practice in recent years 
for modern dairy farmers in increasing numbers to install bulk-milk 
tanks at the same time they build new milkhouses. The houses them- 
selves are eligible for HHFA-guaranteed loans, but the tanks, an 
essential part of the construction, are not eligible. Let me draw this 
analogy : This policy carried to its logical conclusion would mean that 
a homeowner could obtain a loan to build a garage, but the overhead 
doors would not be eligible for financing. This, of course, is ridicu- 
lous. The doors are considered as essential equipment for the garage. 

At the present time there are several avenues of credit open to the 
farmer in gaining loans for bulk-milk-tank purchases. What this 
resolution seeks to do is open up another avenue of credit for the mod- 
ern dairy farmer. HHFA-guaranteed loans are relatively simple for 
a farmer to obtain, since he does business directly with his local lend- 
ing institution, and thus avoids considerable redt: ape. 

Bulk-milk tanks are becoming an increasingly important item in 
the operation of modern dairy farms. The bulk method of cooling 
and handling milk is well underway in Wisconsin—the major 1 milk- 
producing State in America. In 4 years the number of dairy farmers 
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using bulk-milk tanks increased from 12 to 3,500 as of February 1956. 
The number of dairy plants which had bulk-milk patrons rose from 
1 to 122 during this same period. 

While this represents less than 3 percent of the total number of 
dairy farmers in Wisconsin and less than 10 percent of the plants, I 
do believe that this is a significant trend, and there is every reason 
to believe that the trend will accelerate in the future. 

The Wisconsin Department of Agriculture has estimated an expendi- 
ture of $100 million on the part of dairy farmers in the future conver- 
sion to bulk-milk handling. Therefore, the need for adequate credit 
facilities becomes self-evident. 

In my own area of Wisconsin, which is one of the top dairying areas 
in the United States, there was an increase in the number of farmers 
using bulk tanks of 305 percent in the brief period of March 1955 to 
September 1955. There are increasing instances where large dairy 
plants are requiring their farmer patrons to convert to bulk-milk 
operations. 

It may be that the legal decision against bulk tanks was based on 
the assumption that these tanks are items of equipment, and thus not 
eligible for such loans. However, these tanks, I believe, are an in- 
tegral part of the total operation. When included in a new milk- 
house, they are equally as important as the overhead door for a garage 
or machine shed. 

For the benefit of the committee, I am submitting figures compiled 
by our State department of agriculture which I think will express the 
trend to bulk-milk operations in our State. I think you will find 
them both interesting and enlightening. 

It is my recommendation that your committee consider either House 
Concurrent Resolution 205 in itself or include its basic principles in 
the Housing Act which you now have under consideration. Thank 
you. 

(The following data was submitted by Mr. Davis:) 


{H. Con. Res. 205, 84th Cong., 2d sess.] 
CONCURRENT RESOLUTION 


Whereas the use of bulk-milk tanks as an integral part of modern dairy-farm 
operation promotes the efficient production and distribution of milk and is of 
increasing importance to our national economy ; and 

Whereas it is difficult for many dairy farmers to purchase and install bulk-milk 
tanks on their farms without obtaining loans for that purpose, and the provision 
of insurance under section 2 of the National Housing Act would stimulate the 
making of such loans; and 

Whereas the refusal of the Federal Housing Commissioner to grant insurance 
on loans for the purchase and installation of bulk-milk tanks in the past has been 
based in part on uncertainty concerning the intention of the Congress with respect 
to such loans: Therefore be it 

Resolved by the House of Representatives (the Senate concurring), That it is 
the intention of the Congress that bulk-milk tanks, when purchased and installed 
for use as an integral part of the operation of a dairy farm, should be regarded 
as items which substantially improve the basic utility of farm properties, and 
are eligible for financing under section 2 of the National Housing Act. 
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Growth of the bulk method of handling milk as indicated by the number of bulk 
patrons shipping to the dairy plants as reported by the ABR laboratories at 
3 different periods 

SHIPPING TO WISCONSIN DAIRY PLANTS 





Number of bulk patrons in 


| 








Name and location 
+h 1955 september February 
March 1955 1955 1956 
Area I—Southeast Wisconsin: | 

pA EE ee ee } 2 $5 
IN hn se Guinn Suc nuvegecsenedeeesacnunsdeews 3 3 
nn de adaestnbvimenen 6 32 
ee ee eee 22 30 31 
pO ee ea ene ee 10 80 78 
Borden-Kennedy Mansfield, Madison - Senukesos onus F 13 15 
Bowman Dairy, Brocklyn-_---------- ES a 24 36 70 
Bowman Dairy Co., Janesville...............-.---- er RS He - 26 2 
Bowman Dairy Co., Monroe- --............--- cininiecshinalcoaet 5 10 24 
Bowman Farm Dairy, Madison----_---....---- ia 7 8 
Burlington Sanitary Milk, Burlington-.-____- Sous 3 19 
Carnation Co., Oconomowoc ca aia ; 12 
Dairyland Co- ‘op Association, Milwaukee eS _— 15 70 109 
Deerfield Creamery Co., Deerfield Sees 6 76 76 
Genoa City Co-op, Genoa City - ‘ rr ie 14 8) 
Golden Guernsey Co-op, Milwaukee = : 25 150 169 
Hawthorn Mellody Fluid Milk, Whitewater ee SS 90 96 
Hawthorn Mellody, Chicago Bulk, Whitewater - --- 94 
Hawthorn Mellody Farms Dairy, Genoa City 61 64 
Hawthern Mellody Farms Dairy, Genesee Depot 18 
Harmony Dairy, Racine ___- sie 1 
Hoards C reamery, Fort Atkinson. ; 22 16 
Kenosha Milk P roduce rs, Kenosha- - = 10 10 
Luick Dairy, Milwaukee. -- 20 135 165 
Madison Milk Producers, Madison.__. .* 1 20 20 
Pabst Farms, Inc., Belleville ; 15 47 
Pabst Farms, Inc., Oconomowoc } 45 
Pet Milk Co., Evansville..............-- see cel Ie 3 27 
Pure Milk Association, Kansasville te Joe Saar 1 22 47 
Pure Milk Association, Mount Horeb___..___-___- 2 55 103 
Pure Milk Association, Orfordville_.______- 17 | 30 72 

dumiuiia 10 


Progressive Dairy, Racine ---_-_--_- ee . 
Shurtleff Ice Cream, Janesville _.._......______- : 14 15 15 
United Milk Products, Elkhorn 


pial te dt hditineaae 23 
University Dairy, Madison__- ae 2 7 6 
Western United Dairy Ce., Mukwonago ees, sae J 9 9 
Wright & Wagner Dairy Co., Beloit___- vee a ee 1 1 2 

Tete). sc iar chsh ins etek piglclettawrncinaeriine -| 253 1, 025 1, 647 
Percent increase over prev ious period - i | 305 59 

Area II—Southwest Wisconsin: 

Gem City Dairy, Baraboo 14 14 15 
Hillpoint Co-op, Reedsburg 17 
Honey Creek Valley Co-op, Sauk City 11 11 
Pure Milk Association, Lancaster Lae sini ll 
W.st Side Dairy, Sauk City cs oe 12 12 13 
Wisconsin Creamery Co. Co-op, Sauk City__._.__________| ce 15 23 

Total —_ Ee ee a | 26 52 90 

Percent increase over Dp revious period __. x 100 73 

Area III—East central Wisconsin: 

RT Io io ened annntcasaneessccauceccinn ‘ui 1] 
Borden Co., Columbus. _- , ee ae I 
Borden— Galloway West, Fond du Lac_________ ‘ 11 51 
Brooklyn Creameries, Inc., Green Lake a " gi : , : 3 
Cedarburg Dairy, Cedarburg 1. ea eee 19 20 22 
Columbus Milk Froducers, Astico : ll 
eg a OO eee eee 50 
Kraft Foods Co., Beaver Dam. 11 
Maple Grove Cheese Factory, Mayville- aa ; l 
Modern Dairy, Sheboygan-__- 3 
Portage Co-op, Portage einer wep eepeeareis 18 19 28 
Purity Cheese Co. , Mayville. as 37 60 57 
fling_r Creamery Co. > linger - en aes 11 
Verifin: Dairy Products, Sheboy gan. Se tinea 25 25 
Waysice Dairy, Belgium ie Prades epibteeteen tian alanine 11 1] 11 

5p |e. Mmeene el Dp selon cts tet eRe er par ie pt 8 146 20¢ 


Purcent increase over previous period __- =~ 72 10: 
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SHIPPING TO WISCONSIN DAIRY PLANTS—Continued 





Number of bulk patrons in 





Name and location 





| 
| September | February 
March 1955 1955 1956 


Area IV—Northeast Wisconsin: 


Borreman’s Dairy, Green Bay.........-.........-....---- a 10 9 
Sy I ow ce enka waab ondbnew ens eee - 4 
SJE TEDL, LATE SA TEE 4 | 6 
Consolidated Badger Co-op, Appleton....._...-______- be 8 
Consolidated Badger Co-op, De Pere__..___.._____-- 87 | 105 106 
Consolidated Badger Co-op, Seymour-______- 9 | 9 
Consolidated Badger Co-op, Shawano---__-._._- ott 14 \ 3 
Palespent PoeGs, Cine MA... on onc cemedcvncccune e 7 
Fischl’s Dairy, M: EL 55. tbe beste awes | _| 19 
Hickory Grove Cheese Factory, ee ee 13 36 | 35 
Heckman Cheese Factory, Newton Se NEE Aes e ee i rr | 19 | 20 
ee Se eS, eae eee 13 16 21 
Lake to Lake Co-op, EE SRS tamara MMIREREE BN <5 8 | 30 
a a SE ies Seas 15 19 | 38 


Lamer’s Dairy, Kimberly | 5 


























sbiichtauedbddticiaeonmapiandid 5 | 7 
i) i, re ete: 13 13 | 13 
Neenah Milk Products, Neenah __.........-..-..--......-.-.- ptukdas ke ce 5 
Outagamie Milk Products, Black Creek. _...........__.-- y 16 16 
Poygan Cheese Factory, Winneconne_--___-............--- 17 21 | 22 
Spring Valley Cheese Factory, Newton__.........__..___- 18 13 13 
SS eee eae eee 15 16 15 
OS SS a ae ae ae Ee Be aa" ae ese | 4 
TE SEE a SEE eee oe OS De ee | Oe a 204 | 332 | 410 
Percent increase over previous period .--..........-.----|...-...------- | 63 | 24 

Area V—West central Wisconsin: j 
i any TRU... «cin coc cbeicebanbedteeiwmae | 10 | 13 | 17 
Black River Dairy Products, Black River Falls_._._.____- 5 5 | 5 
ce SS | aera eae eee ee ee | 9 12 
Dolly Madison Dairies, Fau Claire......................-. 12 26 | 52 
Fischer’s Dairy, Wisconsin Rapids-_-__...............-.__- | 20 19 | 19 
Fountain City Co-op Creamery, Fountain City_________- 25 26 | 27 
Garden Valley Co-op Creamery, Cochrane__.____..._____- ire ees Feline role ; € 8 
Hiawatha Valley Disiries, Sparta__....................-.. 33 | 33 33 
La Crosse Milk Producers, La Crosse............______._- 3 | 5 5 
Mondovi Co-op Creamery, Mondovi. -_-...................]............-- bi Sy } 1 
Owen Dairy Co., Owen._............... POETS TOROS: RE ne TRE Lae! 1 
Parkin Ice Cream Co., Marshfield_.....................-- 21 23 | 23 
Rochester Dairy, Arkansaw __-_...................-200.--- 29 | 32 | 33 
Thomas Bros. Dairy, Black River Falls. __..........____- | 9 9 9 
ee ee ae ee EN reat A ee ae 13 
(OSS TT Re eee ee 167 | 200 | 258 
Percent increase over | SR SE REE TE ae ee 20 | 29 

Area VI—North central Wisconsin: | | 
Antion Mii: Prodncts, Amiieo...... .....22-.cecceccosesss 14 13 14 
Consolidated Badger Co-op, Iola_...........-----.__-____- | 26 | 32 41 
Cen en I i. cnteeinclhniniwenscnnc ebewdeadsadoue NESS |. EEE 5 
Hillside Dairy, Crivitz.._............._. EN (PRE ELLE oS WL A ee Oe | 3 
Lassig Dairv, Rhinelander__________ Te Soe ag wie | 14 | 13 | 10 
oe ee aaa Oe 6 eee } 11 11 
Sherman C heese Factory, Waupaca -_- sina 6 
Steuber Dairy, Wausau Sakti ee 40 | 56 | 52 
West Dairy, Stevens P oint__- et a ey eu 6 
Total ; a" 94 | 125 | 148 
Percent increase over previous per iod ‘ Se | 33 | 16 

Area VII Northwest Wisconsin: } | 
Ellsworth ¢ Co-op Creamery, Ellsworth---_----- Ake BiReree Lge wal 45 
Farmers Co-op Creamery, Boyceville.__- oe (Seer © |! 15 | 27 
Maple I isk: ind Farms, Ine., New Richmond - ‘ YAEL as. 11 
Twin City Milk P roducers, River Falls__-.--- 85 96 | 100 
Sanna Dairies, Inc., Menomonie. = : : 5 37 | 70 
Wisconsin Co-op Creamery, Menomonie--- . id 21 35 
Total. 4 i 90 169 288 
Percent increase over previous period -- : 88 71 


Total Wisconsin bulk patrons mens to Wisconsin 


dairy plants 4 919 2,049 3, 117 
Percent increase over previous period _ * 
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SHIPPING TO OUT-OF-STATE DAIRY PLANTS 








Number of bulk patrons in 
Name and location a eee Tae 
March 1955 September February 





} ° 1955 | 1956 
Pee ee a ee ee geet: = ae Seneeeene anh 

Area I: 
Borden Company, Hebron, IIl- igktatediasedat — | 8 
Bowman Dairy Co., Capron, Ill__--- said a alae ailhatoca acl eae: 11 
Bowman Dairy Co., Harvard, Il ‘ 19 | 30 | 40 
Dean Milk Co., Chemung (Harvard) Il E 24 55 | 65 
Hedlin Dairy Co., Chicago, Ill__ | 16 20 | 20 
J. D. Rosyell Co., McConnell, Ti. Re -| 3 
Pure Milk Assn., Pearl City, iil wal 4 
Pure Milk Assn. Richmond, Ill- : ; 1 
Quality Milk Co., Mt. Carroll, Ill_---- 3 4 16 
Sidney Wanzer & Sons, Chicago, Ill_-- 17 26 25 
Willow Farms Dairy, La Grange, Ill_- ee 90 98 121 
Total ___-- : 169 233 | 314 
Percent increase over previous per jiod - . 38 | 35 
Area II: Sanitary Farm Dairy, Clinton, Iowa_- -- oils 14 ; 20° Ty 22 
Area V: Marigold Dairy, Winona, Minn- _— } 11 ll 1! 

Total Wisconsin bulk patrons shipping to out-ot-State | 
dairy plants__-- 3 194 264 | 347 
Percent increase over previous | pe riod _ tans --| : 36 31 
Grand total, Wisconsin bulk patrons___- 1,113 a 2, 313 3, 464 
Percent increase over previous period - e boncse : 108 | 50 

Percent of total dairy . pean that are using bulk | 


method onus 1 ORR Mt ps ae } 1 1.9 | 2.9 





Note.—Total number of dairy herds in Wisconsin, 120,000. 


Mr. Barrerr. The next witness is John H. Else, on behalf of the 
National Retail Lumber Dealers Association, Washington, D. C. 


STATEMENT OF JOHN H. ELSE, LEGISLATIVE COUNSEL, NATIONAL 
RETAIL LUMBER DEALERS ASSOCIATION, WASHINGTON, D. C. 


Mr. Exse. Mr. Chairman, and members of the committee: It is 
getting close to noon, and if it is agreeable with the committee, I would 
like my formal statement included in the record, and I will briefly 
summarize it. 

(The statement follows :) 


STATEMENT OF JOHN H. ELSE ON BEHALF OF THE NATIONAL RETAIL LUMBER 
DEALERS ASSOCIATION 


Mr. Chairman and members of the subcommittee, my name is John H. Else, 
and I am legislative counsel for the National Retail Lumber Dealers Association, 
with headquarters in Washington, D. C. Accompanying me is H. R. Northup, 
executive vice president of the association. I appreciate this opportunity to 
appear before your committee and to discuss methods of improving the financing 
of home improvements. We hope that the hearings will produce some construc- 
tive suggestions which will be helpful to the committee. 

The importance of the home-improvement business to the national economy 
and to our industry is well known by the members of this committee. 

Of some 50 million homes at the time of the last census, just about half, or 
25 million, are 30 years old or older ; 10 million of our homes, or about 20 percent 
are 50 years old or older ; about 27 percent have no bathtub or shower; 15 percent 
have no running water, and 15 percent have no kitchen sink, and millions of 
our postwar homes which were built to minimum standards are now too small for 
the family increase in second, third, and fourth born children. 

President Eisenhower recognized the need for prevention of slums and the 
upgrading of our existing inventory of homes by encouraging the declaration of 
1956 as “Home Improvement Year.” 

In support of the administration’s declaration of 1956 as “Home Improvement 
Year,” the Chamber of Commerce of the United States, the construction indus- 
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try, and local citizens groups, and public officials throughout the country have 
adopted the slogan that “1956 Is the Year To Fix” and are, through the press, 
the consumer magazines, radio, and TV, telling the American public that it is 
good business to keep their homes in good repair, and are encouraging them to 
bring their homes up to present-day standards. 

Some homeowners are in a financial situation that permits the payment of 
cash for necessary improvements. Others are not so fortunate and must borrow 
to finance any major home improvement. 

The title I, home improvement loan insurance program of the Federal Housing 
Administration has, over the years since its inception, proven to be an excellent 
means of financing home improvements. Although it originally was created on 
more or less of an experimental basis, it has proven its worth many times over 
and should now be made a permanent program of FHA. 

The average homeowner looks upon his home not only as a place to live and 
raise his family, but also as an investment. He must protect this investment by 
keeping it in good repair. Unfortunately, many have been unable to finance 
necessary improvements. 

Many leading institutions have set up their own home-improvement loan pro- 
grams. Of course, these programs vary, but generally speaking, we believe your 
committee will find that the discount rates charged under the private programs 
are higher than that permitted by title I. The information that we receive is 
that these rates run from $6 per $100 per year discount to $8 per $100 per year, 
while title I has a $5 discount rate. 

Many lending institutions in the smaller towns are unable to have their own 
program of home-improvement loans. Therefore, they must necessarily rely upon 
title I to finance home improvements. 

It is good business for the average lumber and building material dealer to have 
available adequate financing for home improvements at reasonable interest or 
discount rates. If Congress should lower the discount rate on title I paper to 
the point where lending institutions no longer consider such paper desirable, it 
would, I believe, have the effect of forcing homeowners to turn to private lend- 
ing programs having a higher discount rate. We do not want the committee to 
think we are opposed to private lending programs. Far from it. We welcome 
them and hope there will be more of such programs providing funds at a reason- 
able rate for home improvements. We respectfully suggest, however, that very 
enreful study be made before any action is taken by your committee to change 
the present maximum discount rate permitted under title I. 

Although I understand that the present hearings are not intended to cover the 
various housing bills pending before the Banking and Currency Comunittee, I 
would like to address my remarks to certain provisions of H. R. 10157 which 
pertains to title I, introduced by the chairman of this subcommittee, Mr. Rains. 

Section 101 of this bill would extend the title I program to 1958, increase the 
maximum loans to $3,500 and the maximum terms to 5 years. It would also in- 
crease repair loans on dwellings of two or more units to $15,000, or $2.500 per 
unit. This section would reduce the discount rate on loans above $1,000, per- 
mitting a 5 percent rate up to $1,000, and 4 percent in excess of $1,000. 

The members of this industry are in complete accord with the provisions to 
increase the maximum loan limit for a title I home improvement loan for a 
single family dwelling to $3,500, and the maximum term to 5 years. We also en- 
dorse the provision to increase class I-B loans for improvement of structures 
housing two or more families to $15,000. 

The present limits of $2,500 and 3 years were established many years ago and 
are no longer sufficient in terms of today’s prices to adequately finance many 
major home improvements. 

The liberalized terms in H. R. 10157 are more realistic and would, if enacted 
into law, permit many more homeowners to avail themselves of this program than 
at present. The 5-year term is, in our opinion, of primary importance because 
it would permit lower monthly payments within the reach of more people, par- 
ticularly those of lower income in need of home improvements. 

We question the proposal extending the title I program for only 2 years. Be- 
cause this program has stood the test of time and has, in our opinion, been a 
very important factor in bringing about an upgrading of thousands of homes, we 
respectfully urge that the program be made permanent. If the committee does 
not agree with this recommendation, then we urge an extension of the program 
for at least 5 years. 

Turning to the provision which would reduce the discount rate for loans in 
excess of $1,000, we urge careful study of the effect of this proposal before any 
action is taken. 
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Members of this association are lumber and building material dealers, not 
lenders. We are not qualified to testify as to the effect upon lending institutions 
of the proposal to reduce the discount rate. We do know, however, that lumber 
dealers must compete with automobile dealers, appliance dealers, and others, in 
financing home improvements. No action should be taken to place home im- 
provement financing in a less favorable competitive position for available funds 
than it is at present. 

If the discount rate is reduced above $1,000, it may very well have the effect 
of limiting the use of the title I program to loans of $1,000 or less, and forcing 
those needing larger loans to turn to programs calling for a higher discount rate. 
If this should be the result, it would, in our opinion, virtually kill title I. Once 
title I is out of business, the discount rates under private programs would, we 
believe, be increased. 

In 1954, the Congress amended title I to prohibit the use of title I loans for 
improvements on a home owner and occupied for less than 6 months. The pri- 
mary purpose of the amendment was, as we understand it, to prevent the use 
of title I as a downpayment on a new home. We are in complete agreement that 
this is an improper use of the program. Wxperience has shown, however, that 
this provision has worked a hardship on the legitimate owner of a new residence 
which was not intended by Congress when this limitation was written into the 
law. In many instances, builders do not provide storm sash, fences, and other 
improvements which are desirable or necessary. Consequently, many purchasers 
would like to add these improvements but are forced to finance them through 
sources other than title I at a higher cost because of this 6-month’s occupancy 
provision. 

The desired end, we believe, can be accomplished administratively without 
the penalizing provision in the law. We recommend the repeal of the 6-month’s 
occupancy provision. 

Although it does not fall within the province of this committee, I would like 
to call your attention to two bills introduced at the last session of Congress. 

H. R. 7172 would amend the Internal Revenue Code to permit a taxpayer 
to deduct expenses paid for the repair of his home to the extent that such ex- 
penses do not exceed $500. 

Another bill, H. R. 4670, would amend the Internal Revenue Code to provide 
that a taxpayer may deduct amounts paid to acquire, improve, or repair a home, 
to the extent that such amounts do not exceed 5 percent of his adjusted gross 
income for the taxable year. 

These bills are pending before the House Ways and Means Committee with 
no action scheduled, and apparently very little interest has been shown in either 
of them up to now. 

There is little question but that some tax relief for home improvements would 
stimulate interest in such improvements, and would make it advantageous for a 
homeowner to keep his property in good repair. 

I mention this because this committee is exploring all possible proposals to 
help the homeowner keep his home in good condition. 

In the letter received from the subcommittee, we were asked to comment on 
methods of improving section 220 of the National Housing Act, and on the 
advisability of amending the law to permit second mortgages insured by FHA 
for major home improvements. Because we have received no information from 
lumber and building-material dealers as to how section 220 is working, we are 
not in a position to make any recommendations to the committee on this section 
of the law. 

Turning to the suggestion that Congress should amend the law to permit 
second FHA-insured mortgages for major home improvements, the first question 
that occurs is whether the homeowner would be receiving any additional benefits 
from such a program that he does not presently have under existing law. é 

It is our understanding that a substantial percentage of FHA-insured section 
203 loans are being made every day to refinance to prior loan and to obtain addi- 
tional funds for major home improvements. 

In the case of a refinanced first mortgage or a second mortgage, I would think 
that the charges for title search and other charges would be approximately the 
same. 

Perhaps there are advantages or disadvantages in the proposal that we have 
overlooked and we therefore defer to witnesses representing the lending frater- 
nity who are much better qualified to judge the soundness of the proposal. 


68692—56—pt. 7-9 
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It is, of course, desirable from the standpoint of our industry, to have an ade- 
quate supply of funds for home improvement. In the committee’s search for 
other methods of financing such improvements, we suggest that any new pro- 
gram should be weighed against its effect upon the title I program which has 
proven its value to the homeowner and to our industry. We respectfully submit 
that any new program should be supplemental to, and not a substitute for, title L. 

In conclusion, we respectfully recommend that: 

(1) The title I program be made permanent. 

(2) The maximum loan limits be increased to $3,500, without the provision for 
a 4-percent discount rate for loans exceeding $1,000. 

(3) That the maximum term of the loan be increased to 5 years. 

(4) That the 6-month occupancy provision be repealed. 


(5) That the maximum loan limits for class I (b) loans be increased to 
$15,000. 


I want to thank the committee for permitting me to appear before it to pre- 
sent the views of the retail lumber and building-material dealers. 

Mr. Etse. My name is John H. Else, and I am legislative counsel 
for the National Retail Lumber Dealers Association. 

To conserve the time of the committee, I would like to submit my 
statement for the record and briefly summarize our recommendations. 

One of the most important programs of FHA as far as the average 
retail lumber and building material dealer is concerned is the title I 
home-improvement program. It offers homeowners who are unable 
to pay cash for these home improvements an opportunity to finance 
improvements over a 3-year period. 

Although, as I say, it is an excellent program, certain proposed 
amendments would put home improvements within the reach of more 
people and would make the program more realistic. 

We would like to go on record for an increase in the maximum loan 
limits to $3,500, and the maximum term to 5 years. 

We also respectfully propose the program be made permanent and 
that Congress repeal the 6-month occupancy provision. 

We also endorse the proposal to increase the maximum loan on class 
I (b) to $15,000 for structures of 2 or more families. We believe that 
these changes will make the program more realistic in light of present- 
day costs and will better meet the needs of the average homeowner who 
is confronted with the necessity for home improvements. 

I do not believe it is necessary to take the time of the committee to 
detail our reasons for these recommendations. They have been covered 
in the testimony of other witnesses who have preceded me before the 
committee. 

Weare fearful that the proposal to reduce the discount rate for loans 
over $1,000 would have an adverse effect on the entire program and 
even to the point of killing the program. It would, we believe, force 
loans over $1,000 into other programs calling for a higher discount 
than the 4 percent, thereby defeating the aims of those who are spon- 
soring the proposal. 

Because your committee is exploring all possible means of encourag- 
ing home improvements, I would like to call attention to two bills 
which, in my opinion, deserve careful consideration. They are, how- 
ever, not pending before this committee but are before the Ways and 
Means Committee. I refer to H. R. 7172 and H. R. 4670, which, 
briefly, would provide for limited income-tax relief to homeowners 
who improve their property. At present, very little attention has 
been given to these bills. Perhaps if the members of this committee 
expressed an interest in these measures, the Ways and Means Com- 
mittee might be disposed to consider them. 
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In conclusion, we urge the adoption of amendments to title I to 
increase the maximum-loan amount to $3,500 and the maximum term 
to 5 years, 

We suggest, however, that the 5 years should be written into the 
law instead of giving the FHA Commissioner discretionary authority 
to vary that. 

We also urge that the title I program be made permanent or that 
some continuity to the program be provided and that the 6-month 
occupancy provision be repealed. 

We also recommend the increase in the class 1-B loans to $15,000. 

Thank you, gentlemen, I will be glad to answer any questions 
that you have. 

Mr. Barrerr. Well, your plea at the beginning was accepted. 

All right, thank you very much for your testimony. 

The bells for the call of the House have rung and the committee 
will stand in recess. 

Mr. Exsr. Thank you, gentlemen. 


Mr. Barretrr. The committee will stand in recess until the call of the 
Chair. 

(Whereupon, at 12 o’clock noon, the committee recessed until the 
call of the chair.) 

(The following statements and letters were submitted to the sub- 
committee :) 


STATEMENT BY THE NATIONAL RETAIL FURNITURE ASSOCIATION 


FHA PROPERTY IMPROVEMENT LOANS UNDER TITLE I 


The National Retail Furniture Association recommends continuation of pres- 
ent restrictions on types of jobs and items eligible under title I as well as 
maintaining the tightened policy introduced in the Housing Act of 1954. These 
limitations were found necessary to correct many of the abuses noted by the 
Banking and Currency Committee of the Senate in its Report No. 1485 of May 28, 
1954, and concurred in by the House conferees as noted in conference report 
(No. 2271) of July 17, 1954. We will not labor the points so well covered therein. 
However, we call attention to the fact that any Federal insurance program which 
practically indemnifies against loss encourages laxity and lowering of moral 
standards in business. 

We understand that recently some local credit bureaus have had considerable 
pressure to lower their ethical standards applied by those seeking to get favorable 
credit reports on poor risks so as to get approvals of home improvement projects 
from local lending institutions which are approved by FHA for insurance of 
such loans. 

There is another phase of the title I repair and improvement loans which 
should be considered in connection with proposals to make the maximum maturity 
5 years at the discretion of the Administrator and to increase the limit or the 
amount of such jobs from $2,500 to $3,500. 

Obviously there is considerable pressure on all installment merchandisers to 
liberalize their terms so as to match rates and maturities under title I. With 
the tightness of money and the difficulty small merchants have in getting addi- 
tional capital to finance installment sales, the further lengthening of title I 
maturities would create greater pressure on retailers to expand their terms. 
Selling no longer is a simple matter of needing additional capital. 

For example, it requires $65,000 in capital to sustain a rate of $10,000 in 
monthly time sales on 12-month terms, assUming no delinquencies. If the aver- 
age terms are stretched to 18 months, the capital need jumps to $95,000. For 24 
months, it becomes $125,000; and for 36 months, it is $185,000. 

Mind you, these capital requirements are to support an annual installment 
sales volume of only $120,000, and do not take into account the other basic 
working capital need for inventory, plant and equipment, ete. 

It has been noted in the most recent economic analyses that the slight dip in 
housing starts which came late last year, and which it was feared might mark 
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the end of the 1955 boom, seems to have ended; and forecasts are beginning 
to look again to a restoration of peak levels. 

This condition again creates added demand for capital. We have had a drum- 
tight money market for months, and no easing in it seems in prospect with the 
record-breaking forecasts of industry investment for expansion of plant and 
equipment. In addition, the Federal Reserve Board has again approved in- 
creases in the rediscount rate, now up to 3 percent in some districts. This is 
construed by some as further recognition that our burgeoning economy is crowd- 
ing capacity in many vital industries and on crucial raw materials; any further 
pressures might create new inflationary dangers. 

So, in this tense fiscal atmosphere it would seem unwise to generate additional 
demand for long-term capital by lengthening the maturities on home-improve- 
ment loans or increasing the dollar limit on them. 

When Operation Home Improvement was announced at the year’s start, it 
was hailed by some as a program to take up the slack in construction resulting 
from the dip in home starts. 

Now this slack seems to be disappearing spontaneously; and the Federal 
Reserve Board’s study of consumer spending plans for 1956 shows no abatement 
in consumer optimism and spending plans. 

If inflation remains a strong concern, and the credit study now under way by 
Federal Reserve at the request of the President is evidence that it does, it seems 
particularly inconsistent for the administration to pull in one direction, through 
its tight money policy, while tugging in the opposite direction with further 
lberalization of housing terms. 

Incidentally, little recognition seems to be made of the fact that private banks 
and lending institutions have loan programs for major home-improvement proj- 
ects which go beyond the present limits of the title I program. 

Many of the major banks in Cleveland, for example, tied in with the local home- 
improvement program by announcing terms up to 8 years on substantial repair 
projects. Our industry revealed that they handle larger jobs through their mort- 
gage departments instead of under the FHA title I loans. So there is currently a 
source of available capital to homeowners who want to improve existing resi- 
dential properties, based on sound mortgage-lending practices. 

Finally, the National Retail Furniture Association recommends against mak- 
ing the home-improvement lending authority permanent. Periodic renewal 
requires congressional review. 

In a field which has so recently been the subject of wide abuse, and which 
seems unavoidably to create temptations and opportunities for sharpsters to 
cheat the public, it would seem a most salutary course to continue to require 
periodic renewal by Congress. 

Also, as a matter of philosophy, it is inadvisable to assume that there will 
always be a need for Government stimulation of initiative through insuring 
against loss. It is to be hoped that as private enterprise continues to grow and 
learn more about the phenomenon of long-term installment and mortgage credit, 
it will eventually outgrow the need for such Government programs. 


STATEMENT BY AMERICAN FEDERATION OF LABOR AND CONGRESS OF INDUSTRIAL 
ORGANIZATIONS OF HOME IMPROVEMENT FINANCING 


Increasing attention has recently been directed toward the role of home reno- 
vation and rehabilitation in the total housing picture. The alleged vast potenti- 
alities of home improvement have been promoted officially by the administration 
and unofficially by such groups as the American Council to Improve Our Neigh- 
borhoods and the Operation Home Improvement campaign. Home improvement, 
and particularly the problems involved in financing home improvement, has been 
a matter of considerable concern to trade union members as consumers and home- 
owners. The AFL-CIO therefore commends this subcommittee for directing its 
attention to this important phase of housing policy. 

While an effective program for financing home improvement is certainly desir- 
able, it is important to emphasize that rehabilitation of existing dwellings is 
beneficial only up to a point and that, for this reason, such a program should be 
administered most judiciously. Certainly there are many dwellings in the 
United States which can be rehabilitated sufficiently to provide additional years 
of genuine livability. On the other hand, many homes and apartments have 
reached the stage where either no measures of renovation or improvement can 
render them really suitable for decent family living or where the cost of reno- 
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vating them to provide decent accommodations would be excessive and uneco- 
nomical. We estimate that considerably less than one-third of the Nation’s 15 
million substandard homes can be effectively rehabilitated. 

Nevertheless, we recognize that home improvement, renovation, and rehabili- 
tation have a part to play in the betterment of the Nation’s housing supply. In 
addition to the substandard units which can be rehabilitated, there are many 
additional homes not in the substandard category that can be improved by the 
expenditure of amounts that are relatively small in comparison with the cost 
of new construction. 

Therefore it is desirable that a sound, effective program be developed for financ- 
ing home improvement. The first requisite for such a program is that it would 
make credit for home improvement available at the lowest possible cost. 

The cost of home improvement to the homeowner can be viewed either in terms 
of the total cost or in terms of the monthly cost. Certainly everything possible 
should be done to reduce the monthly cost involved in a home improvement loan. 
We therefore favor the proposals which have been made to extend the maximum 
amortization period under the FHA title I home improvement program from 3 
to5 years. It should be recognized, however, that while extension of the amorti- 
zation period will reduce the monthly cost to the borrower, unless the interest 
rate, which in the FHA title I program is the discount rate, is reduced, the total 
cost to the borrower will be increased. 

For example, based on a discount of $5 on a 1-year note payable in equal 
monthly installments, the monthly payment the borrower must pay when the 
amount to be financed is $1,000 is $31.94 on a 3-year loan, but only $20.79 on a 
5-year loan. However, the total amount he pays back is $1,149.84 on the 3-year 
loan and $1,247.40 on the 5-year loan. Thus the total cost to the borrower is 
hearly twice as much on the 5-year loan even though the monthly cost is more 
than one-third less. But if the discount were reduced to $4 on the 5-year loan, 
the total cost would be $1,195.51, or only slightly more than on the $5 discount 
8-year loan. 

The provision in section 101 of H. R. 10157, introduced by the distinguished 
chairman of this subcommittee, which would reduce the maximum discount to 
$4 for that portion of any loan which is above $1,000, is a step in the right 
direction, but unfortunately it does not go far enough. Most loans under FHA 
title I are below $1,000. The cost to the borrowers of such loans would remain 
unchanged if section 101 of H. R. 10157 were enacted. 

We believe there is ample justification for reducing the maximum discount 
amount to $4 for all FHA title I loans. A $5 discount represents an effective 
interest rate for the life of the loan of about 9 percent, or if allowance is made 
for payment of the FHA insurance premium by the lender, of at least 8 percent. 
This is certainly an excessive rate, especially in view of the small risk which 
the lender bears, only 10 percent of the total amount outstanding at the time 
of default. While it has been claimed that lenders would refuse to make FHA 
title I loans if the present excessive discount rate were reduced to a reasonable 
level, it seems unlikely that lenders would resort to uninsured loans as long 
as the security they enjoy under the FHA title I program is available to them. 

In addition to improvements in the FHA title I program, some effective means 
should be developed for providing financing at a reasonable cost for rehabilitating 
what might be called middle-aged homes. For the most part, these homes are 
not in so-called urban renewal areas and, therefore, section 220 financing 
would not be available. On the other hand, they are frequently in areas which 
do not meet the tests FHA applies to determine long-term “economic soundness” 
required for section 203 financing. Since genuine rehabilitation of the 
structures usually involves a relatively large cost, even the proposed increase 
in the maximum loan amount from $2,500 to $3,500 would not be adequate. 

It would appear that a new form of financing not now available is required to 
permit rehabilitation and repair of these middle-aged dwellings. One possible 
way of meeting this problem might be to provide for the ordinary type of FHA- 
insured mortgage loan at the usual effective 5 percent interest rate (or lower if 
possible), for a 25 or 30-year amortization period, the amount to be financed to 
be either the cost of the repair or renovation alone or that amount plus any 
existing mortgage on the property. This would, of course, involve a considerably 
lower interest rate than an FHA title I loan and would permit more extensive 
repairs and renovation than is possible within the limits of either the current 
or proposed maximum loan amount under FHA title I. 

We recommend that the subcommittee give consideration to the type of 
financing we have suggested which we believe would provide the necessary 
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funds for rehabilitating some middle-aged dwellings. At the same time, we 
would stress that such a program should be administered with the utmost dis- 
cretion. It will benefit neither the families involved nor the community at 
large if borrowers are encouraged to seek FHA-insured loans to attempt to 
renovate or repair dwellings which either cannot be truly rehabilitated for 
decent family living at all or only at a cost which is uneconomic as compared 
with the cost of replacement. 

We respectfully request the subcommittee to give sympathetic consideration 
to the suggestions we have made for improving current facilities for financing 
home improvement. We would emphasize, however, that renovation and re- 
habilitation can provide no fundamental solution to the Nation’s housing prob- 
lem. For this, only a sharply increased rate of housing construction can suffice. 

The AFL-CIO will be prepared at the appropriate time to make recommenda- 
tions to your committee for housing legislation which we believe will help to 
assure achievement of this objective. 





PENNSYLVANIA CREDIT UNION LEAGUE, 
Harrisburg, Pa., April 17, 1956. 
Hon. ALBERT RAINS, 
Member of Congress, 
House Office Building, Washington 25, D. O. 

Dear Mr. Ratns: I read with interest a recent report of the hearing being 
held on low-cost financing on home improvements. 

Appreciating your interest in helping the average man to improve his own 
“castle” on a cost-repayment basis commensurate with his ability on behalf of 
the many credit-union homeowners among our 500,000 members in Pennsylvania, 
we hope that the law may be revised to provide that FHA title I loans will be 
granted to extend over a period of 5 years instead of the present 3-year term. 

Very truly yours, 
Wm. W. Pratt, Executive Director. 


CONSUMER BANKERS ASSOCIATION, 
Washington 5, D. C., April 19, 1956. 
Hon. ALBERT RAINS, 
Chairman, Subcommittee on Housing, House Banking and Currency Com- 
mittee, Washington, D.C. 


DEAR Mr. Ratns: The members of our association are vitally concerned with 
some of the proposals contained in the pending housing legislation. We refer 
particularly to the section covering FHA title I. 

Our membership was polled on the proposed revisions and the response indi- 
cates an overwhelming opposition to (1) permanent authorization for the con- 
tinuance of these loans, (2) increasing the maximum amount to $3,500, and (3) 
lengthening the maximum term from 3 to 5 years. They believe that these 
revisions would be definitely inflationary and the enactment of such legislation 
would be a disservice to the economic welfare of our country. 

Most of our members, together with other banks throughout the country, offer 
a similar service and are exercising initiative and responsibility in meeting the 
credit needs of their communities without the aid of Government guaranties. 

In behalf of our members, may we strongly urge you and the members of your 
committee to eliminate these provisions which tend to put Government more and 
more in the lending position that private banking can and will assume. 

Sincerely, 
Rosert A. Curiver, President. 
Horus W. Burt, Hzrecutive Director. 





EQUITABLE SAVINGS AND LOAN ASSOCIATION, 
Brooklyn 1, N. Y., March 14, 1956. 
My Dear CONGRESSMAN MULTER: The Honorable William Beck Widnall has re- 


cently introduced H. R. 9537, treating with amendments to title I of the FHA 
Act. 
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According to my understanding, the proposed amendments would make FHA 
title I program permanent, increase the ceiling of modernization loans to $3,500, 
and extend the time of payments to 5 years and 32 days. Moreover, the amend- 
ments would provide the Federal Housing Administration with latitude to pre- 
scribe modernization lending policies as a matter of administrative measure. 

After almost a quarter of a century of background in the field of property- 
improvement lending, I welcome the congressional consideration of the benefits 
that accrue to all American homeowners in general, and to our Brooklyn people 
in particular. 

The housing problems of our small-income citizens are great and many in older 
cities, and Brooklyn is no exception. All of us have recognized that we have 
an obligation and a responsibility to do our very best in providing our people 
with decent and wholesome shelter. According to the Block Statistics—Borough 
of Brooklyn, volume 5, part 127 of the 1950 Housing Census Report released 
by the United States Department of Commerce, Brooklyn has 65,734 housing units 
with “no running water” and “no private baths.” Dilapidated houses represent 
8.4 percent of all of our shelter facilities in Brooklyn. A total of 223,796 housing 
units are in a similar condition in the Greater City, representing 9.6 percent of 
New York City’s shelter accommodations. Considering that such housing is too 
often tenanted by large families on a highly congested basis, we can estimate 
that in treating with the alleviation of housing conditions we are actually work- 
ing for the welfare of almost 1 million people. 

The FHA pattern, which provides for the insurance of modernization loan 
funds, has done much to alleviate this lamentable situation, but we have not 
even scratched the surface of metropolitan family needs for acceptable shelter. 

As you know, the life of FHA insurance in the past has been extended by 
our Congress from time to time; there have been periods when the ability of 
FHA to insure either expired or was exhausted because of the ceiling on the 
amount of insurance made available to FHA by our Congress. The uncer- 
tainty of the tenure of the FHA program precluded, at least in our case, a 
planned activity of a rehabilitation program on an area basis. While last year 
our State legislature provided us with some latitude, allowing us to do a modest 
job for our community, the State laws with the $2,500 housing loan limit nar- 
rowed potentials of our program. Under existing conditions we cannot justify 
a major expenditure to promote shelter improvements on a larger scale; we 
cannot invite our modernization contractors to participate in such a program 
for sound business reasons. We cannot ask contractors to cooperate by way 
of promotional expenses if we cannot assure them of the continuity of a pro- 
gram. Therefore, making the FHA title I project a permanent instrumentality 
will aid us in the discharge of our community responsibilities. 

As you know, recent municipal ordinances in New York compel the owners 
of the cold-water flats to install central heating plants. This very wise move 
on the part of the municipality, in my opinion, will bring to those otherwise 
structurally sound buildings running water and private baths in addition to 
heat. Fire hazards will be diminished, and the toll in human lives will be vir- 
tually eliminated. 

The cost of installation of central heating is much greater than the $2,500 limit 
would provide for. This $2,500 limit was placed on the loans by Congress in 
1934, when economic conditions were different and costs were much lower. 
Providing FHA with a permanent status, greater lending limits, and adminis- 
trative latitude to prescribe lending policy can provide the vehicle that we 
soreiy need for the purpose of giving the lower income citizen decent shelter 
at low cost. 

I know that the problem of shelter is very close to your heart. Your record 
and the record of your associates in Congress testify to a deep abiding and 
sincere concern for human welfare. As a good neighbor, as a judicious legis- 
lator, you appreciate the moral value of clean, wholesome family life. I am 
certain of your favorable consideration, your good will, and support of Con- 
gressman Widnall’s bill. Allow me, please, to say to you that in the event you 
desire any additional information, we will deem it a privilege to comply with 
your wishes, 

May I also avail myself of this opportunity to record our gratitude for the 
great help that you and Congress have been giving our people. 

Sincerely yours, 
ANDREW S. ROSCOE. 
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NATIONAL SAVINGS AND LOAN LEAGUE, 


Washington, D. C., April 16, 1956. 
Re FHA title I. 


Hon. ALBERT RAINS, 


Chairman, Subcommittee on Housing, House Banking and Currency 
Committee, House Office Building, Washington, D. O. 


Deak Mr. CHARMAN: Earlier this year the federal legislation committee 
of the National Savings and Loan League discussed and recommended adoption 
of proposals to increase the term of title I loans to 5 years and the maximum 
amount to $3,500. Our league membership approved these recommendations. 
We further recommend that such proposals be extended to the conventional 
lending authority of Federal savings and loan associations as found in section 
5 (c} of the Home Owners’ Loan Act of 1933. An amendment to effect this 
result would read as follows: 

“The Home Owners’ Loan Act of 1933, as amended, is hereby amended by 
striking the figures ‘$2,500’ in the proviso at the end of the second paragraph 
of section 5 (c) and inserting in lieu thereof the figures ‘$3,500.’ ” 

We share the view with others that this is a field in which home mortgage 
credit should play a more active part, and we would favor any reasonable 
legislative enactments that would extend this type of credit. We do believe, 
however, that in any of the extensions the same privileges should be accorded 
Federal savings and loan associations in order that they may fully participate 


in any program on a Government-guaranteed or insured basis or on a conven- 
tional basis. 


Sincerely yours, 


W. FRANKLIN Morrison, 
Chairman, Federal Legislation Committee. 


PIONEER BANK, 
. Chattanooga, Tenn., April 14, 1956. 
Hon. Abert RAIns, 
Chairman, House Subcommittee on Housing, 
House Office Building, Washington, D. C. 


Dear REPRESENTATIVE Rains: As chairman of the Subcommittee on Housing, 
it occurs to me that you would be interested in seeing a copy of the letter I have 
written to our Congressman and Senators. 

Yours very truly, 


Grorce M. Criark, President. 


PIONEER BANK, 
Chattanooga, Tenn., April 5, 1956. 
Hon. Estes Kera 
Senate Office Building, Washington, D. C. 


Dear Estes: Before the legislation was proposed, or even written, setting up 
the FHA title I plan repair loans, I had the honor, as a member of the executive 
committee of the Consumer Bankers Association, to be called in for comment 
and consultation. 

This legislation was proposed purely as an emergency measure. It received 
the approval of the small group representing the widest experience in the field of 
consumer banking in America. The groups’ experience and considered best 
judgment was doubtless, in a measure, responsible for the soundness of this 
emergency measure to relieve unemployment and permit homeowners to make 
needed repair. 

I now note the title I of the 1956 housing bill seeks to permanently authorize 
the continuance of these loans, raise the limit from $2,500 to $3,500, and increase 
the maximum from 3 years to 5 years. 

Now that the country has attained high employment and high prosperity, it is 
my opinion that the Government should retire from the field, as I do not believe 
that it is a proper function of the Government to assume liabilities and responsi- 
bilities in this field. May I comment that it is only by retirement from this and 
other fields that the budget and liabilities of the Federal Government can be 
decreased. 

Feeling as I do that it would be proper for the Government to retire from this 
field, any permanent extension increase in totals and maturity is to be doubly 
deplored. 
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Our bank, and many leading banks throughout the country, offer a similar type 
loan during the intervals when previous legislation expired and prior to extension 
of this plan and we are continuing to offer this service without liability to the 
Government. 

I trust that these facts and this reasoning are impelling and it is my hope 
that these views will be reflected in your vote. With kindest regards. 

Sincerely, 
GrorGe M. Criark, President. 

This letter also sent to Senator Gore and Representative Frazier. 


xX 











